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WILL THE AMERICAN BOOM 
CONTINUE ? 


“a OF: 
THE CANADIAN ey 


Sos ry 4 ata is 
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AFTER THE AUSTRADASYIAN ELECTIONS 


AUSTRALIA’S VULNER ASG 6 ONOMY 


PROSPECT FOR GERMANY’S CREDITORS 


{LEGAL PROBLEMS OF DEVALUATION 


TAXATION OF LUMP SUM PAYMENTS 


HUDDERSFIELD 
BUILDING SOCIETY 


Investments f2/_, tee, \o) Mortgages 


HEAD OFFICE: BRITANNIA BUILDINGS, HUDDERSFIELD 
LONDON OFFICE: BRITANNIA HOUSE, 203 STRAND, W.C.2. 





BLADES, EAST & BLADES 


LIMITED 


Established 1821 
BANKERS’ CHEQUE PRINTERS 
@ 


CONTINUOUS CHEQUES, BANK NOTES, BEARER WARRANTS, 
SHARE CERTIFICATES AND GENERAL SECURITY PRINTING 
COMPANY PROSPECTUSES. 

PUBLIC COMPANY WORK, INCLUDING INSURANCE COMPANIES, BANKS, ETC. 


PRODUCERS OF HIGH GRADE PRINTING BY LETTERPRESS, 
LITHOGRAPHIC AND PHOTOGRAVURE PROCESSES 


@ 
City Offices : Works: 
17 & 23 ABCHURCH LANE, LEONARD STREET, 
LONDON, E.C.4 FINSBURY, LONDON, E.C.2 


Telephones : Telephones : 
MANSION HOUSE 4366 (10 lines) CLERKENWELL 1020 (10 lines) 
Telegrams : ‘‘ Identical, Cannon, London "’ 
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BRADBURY, WILKINSON & CO, LTD. 


DESIGNERS, ENGRAVERS & PRINTERS 
of 
BANK NOTES, POSTAGE STAMPS, 
BONDS, SHARE WARRANTS, 
CERTIFICATES, CHEQUES, 


and 


ALL DOCUMENTS OF SECURITY 


—— 060 


HEAD OFFICE & WORKS: LONDON OFFICE: 
NEW MALDEN, SURREY 20 COLEMAN STREET, E.C.2 


TELEPHONE: WIMbledon 0033-4-5-6 TELEPHONE: MONARCH 7531-2 
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THE NATIONAL CASH REGISTER COMPANY LIMITED 
206-216 Marylebone Road, London, N.W.1. Telephone : Paddington 7070 
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Collective Security provided 


by Chubb Safe Deposits 


and informative brochure ‘“* Collective 


PRESTIGE and profit are two results of the 
installation of a Safe Deposit for the use 
of customers or of the public in general. 
Facts about the demand for this type of 
service, and the most effective means of 


eeting it, are contained in the attractive 


CHUBB AND SON’S LOCK AND SAFE CO. LTD. 


Vakers to the Bank of England 


22 ROYAL EXCHANGE, LONDON, E.C.3 


Security.” Among the many illustraticns 
are photographs from various aspects 
of modern Chubb Safe Deposits and a 
plan of a typical installation. Write for a 
copy of ‘Collective Security’ now. 





By Appointment 
Patent Lock and Safe Makers 
to His Majesty King George VI 
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Chairman 


The Rt. Hon. Lord Balfour of Burleigh, D.C.L., D.L. 


Vice-Chairmen 


R. A. Wilson, Harald Peake, Sir Jeremy Raisman, G.C.1L.E., K.C.S.L 
2ctive Chief General Managers 
iticNs E. Whitley-Jones, 4. H. Ensor 
pects 

Joint General Managers 

ind a ; a ' ’ , . 

R. G. Smerdon, M.C., R. T. Fagan, D.F.C., E. J. Hill, F. O. Faull 
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January 


To each and every one of 
hundreds of thousands of customers at home and abroad 
the Midland Bank sends greetings and best wishes for a 


happy and prosperous New Year. 


MIDLAND BANK LIMITED 











Fear in the forest 


Fire is the most feared of all forest disasters—and the costliest. It takes some 
seventy years for spruce to mature for paper-making. Unchecked, fire in a few 
hours could lay waste a whole season’s logging area—and leave it unworkable for 
the next half century. To combat this ever-present menace the Government and 
mill-operators of the Province of Newfoundland formed the Forest Protection 
Association, to which the Bowater Organisation is the largest individual financial 
contributor. In assisting to make this association the most successful fire pre- 
vention division in the whole of Canada, Bowaters have themselves installed 12 
fire protection depots and erected many look-out towers throughout the 
Province. Bowater fire wardens watch over thousands of square miles of timber. 
On foot, by rail, by car and from the air endless vigilance is the only insurance 
there can be against forest fires. By the preservation of standing timber and in 
scientific cutting and reafforestation the Bowater Organisation serves the pulp, 
paper and allied industries throughout the world. 


Issued by 
THE BOWATER PAPER CORPORATION LIMITED 


London 
GREAT BRITAIN CANADA AUSTRALIA SOUTH AFRICA U.S.A NORWAY SWEDEN 














“An Institution is the 


lensthened shadow of one man’’ 
d j 


Emerson 


In these days of large institutions it is very important 
to avoid impersonality 


Martins Bank has recognised this danger and has made 
a particular feature of its service to customers a friendly, 
personal approach to their problems. The branches of 
the bank are divided into districts, each under the con- 
trol of a resident District General Manager with wide 
local knowledge, and, with the care and consideration 
of your local branch manager, the ‘personal touch” 


is ensured. 





MARTINS BANK LIMITED 


London District Office: 68 Lombard Street, E.C.3 





HEAD OFFICE: WATER STREET, LIVERPOOL, 2 


THE UNION DISCOUNT COMPANY 
OF LONDON LIMITED 


Telegrams: 39 CORNHILL Telephones : 


*Udisco, Stock Mansion House 7941 


London.” LONDON E.C.3 (10 lines) 


Capital and Reserve 


£7,700,000 


DIRECTORS 
The Rt. Hon. Lord Kennet of the Dene, P.C. (Chairman) 
David John Robarts (Deputy Chairman) 
Eric O. Faulkner, M.B.E. The Hon. Geoffrey C. Gibbs, C.M.G. 
Sir Archibald Jamieson, K.B.E. John Ivan Spens, O.B.E. 
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offers a complete Banking Service 


Chairman : 
Capt. Evan Cadogan Eric Smith, M.C. 
Deputy Chairman: 
lhe Hon. Sir Jasper Nicholas Ridley, K.C.V.O., O.B.E. 

Chief General Manager : 
William Hadwick 

Joint General Managers : 

R. H. Cutting, D.S.0., M.C., L. J. Williams, H. V. Flather, H. F. Willmot 


Head Off Affiliation 
1S, BISHOPSGATI se COUTTS & COMPANY 
E.C.2 








ALEXANDERS DISCOUNT COMPANY 
24 LOMBARD ‘STREET. LONDON. 














CAPITAL PAID UP - - £1,400,000 
RESERVE FUND - - - £2,200,000 









DIRECTORS 
THe Rr. Hox. LORD COLGRAIN (CuHarrmMan) 
SIR ERIC GORE BROWNE, D.S.O., O.B.E. (Deputy CHAIRMAN) 







GEORGE CLEVERLY ALEXANDER ROBERT ALEXANDER 
THE RT. HON. LORD BALFOUR OF BURLEIGH, D.L 
MARK DINELEY ALAN RUSSELL 









MANAGER 
ANTONY MACNAGHTEN 
Deputy MAnacer: CHARLES C. DAWKINS 
AssisraNr Manacers: E. P. B. BAGGALLAY, A. J. McLENNAN 
SECRETARY: F. W. HATCHER 


BANK AND FIRST CLASS TRADE BILLS DISCOUNTED | 
MONEY RECEIVED ON DEPOSIT. 











































Phe first English settlement in British Honduras 
is believed to have been made in 1638 and during 
the next 150 vears the settlers were subjected to 
sporadic raids by the Spaniards who contrelled the 
neighbouring territories. These raids culminated 
in the Battle of St. George’s Cay in 1798. An 
attack by a large invading foree was most 


gallantly repulsed and thenec forward ‘Spain \ | ee: SS faa 


tacitly agreed to recognise British rights in the 
papel 


territory. , = 3 HONDURAS 


Earlier. the intricate coastline of British 


ine 


eed 


Honduras had made it a favourite resort of the 


CARIBBEAN 


buccaneers; in fact, St. George’s Cay was originally 
known as ‘Kitchen’ Key—-from the meat-smoking 
or ‘boucaning’ operations carried on there by 
them. 

Physically the colony is varied, for it contains 


fertile valleys, pine and scrub country and dense ( y ’ 
De Se cs CHICLE, : 


tropical jungle. 





[he principal exports are mahogany, chicle, pine lumber and citrus fruits. 
Full and up-to-date information from our branch at Belize on local conditions and commercial trends 


in the Colony is readily obtainable on request. 


ARCLAYS BANK Ad 
(DOMINION, COLONIAL AND overseas) % 


HEAD OFFICE 54 LOMBARD STREET, LONDON, E.C.3 ora 
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a Rubber and tin from the East are 
. = : 

oe two of our major dollar earners 
—— there are many others in this 


(=! area and the Chartered Bank’s 

wide network of Branches assists 

British business men in expand- 
ing this valuable potential and also earns dollars for Britain in the form of 
invisible exports. Eastern merchants and prospective traders are 
cordially invited to discuss their plans with the Managers of any of 
our offices in this country, and we shall have pleasure in placing 
our comprehensive Eastern banking service at their disposal. 


The Chartered Bank of India. Australia and China 


Incorporated by Royal Charter in 18§3 
HEAD OFFICE: 38 BISHOPSG: ATE, LONDON, E.C.2. 
Manchester Branch: 52 Mosley Street, Manchester, 2. 
Liverpool Branch: 27 Derby House, Exchange Buildings, Rumford Street, Liverpool, 2. 
West-End (London) Branch: 28 Charles II Street, London, S.W.1. 
New York Agency: 65 Broadway, New York. 


The Bank's branch system, under British management directed from London, serves: 


INDIA ° PAKISTAN . ( EYLON ° BURMA . SINGAPORE AND FEDERATION OF MALAYA 
NORTH BORNEO AND SARAWAK INDONESIA . FRENCH INDO-CHINA . THAILAND 
THE PHILIPPINE REP UBLIC * HONGKONG + CHINA «+ JAPAN 

















ROYAL BANK OF SCOTLAND 


Incorporated by Roya! Charter, 1727 


rHE DUKE OF BUCCLEUCH AND QUEENSBERRY, K.1 
ral Manager: JOUuN McCARTHUR "THOMSON 


TOTAL ASSETS - £155,175,898 


HEAD OFFICE : EDINBURGH 
Branches throughout Scotland and in London 





Associated Banks: 


WILLIAMS DEACON’S 


GLYN, MILLS & CO. BANK LTD. 














Clydesdale & North of Scotland 


Ars k e ° d 
_ Bank Limite 
ners 
this 
nk’s 
Sists 
ind- 
n of HEAD OFFICE: 30 ST. VINCENT PLACE, GLASGOYW, C.1 
are 
y of Northern Area Chief Office: 5 Castle Street, Aberdeen 
cing 
Sit Harold E. Yarrow, Baronet, c.B.£., Chairman 
J. J. CAMPBELL, G. L. WEBSTER, Joint General Managers 
360 BRANCHES THROUGHOUT SCOTLAND 
AYA 
LAND 
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BANOQUE BELGE POUR L’ETRANGER 
(OVERSEAS) LIMITED 


o the Societe Generale de Belgique 


CAPITAL £2,000,000 


NEW YORK 
67, Wall Street and 
422, Ma lison \ve nue 


LONDON 
4, Bishopsgat 


BOARD OF DIRECTORS 
\. DONNAY (Chairman and Managing Director), 
Sir THOMAS J. STRANGMAN, K.C. (Deputy Chairman), 
P. RAMLOT, F. HAEGLER, P. BONVOISIN, F. PUISSANT BAEYENS. 


Chief Manager: M. SMITS 

Manager: E. VAN HOOF 

Description transacted. 
FOREIGN EXNCHANGI TRANSACTIONS COMMERCIAI CREDITS 


COLLECTION OF CLEAN AND DOCUMENTARY DRAFTS, ETC 


British and Foreign Banking Business of ever\ 


Lt SERVICE 





BRITISH AND FRENCH BANK 


(FOR COMMERCE AND INDUSTRY) 
LIMITED 


Capital : £1,000,000. Subscribed and Paid : £750,000. 


IMRIE HOUSE, 33-36 KING WILLIAM STREET, LONDON, E.C.4 
Telephone: MANSION HOUSE 5678 
Branch at LAGOS, NIGERIA 


4 Member of the B.N.C.I. Group 


BANQUE NATIONALE POUR LE COMMERCE ET L’INDUSTRIE 
BANQUE NATIONALE POUR LE COMMERCE ET L’INDUSTRIE (AFRIQUE) 
CREDIT FONCiER DE MADAGASCAR 
CREDIT FONCIER D’ORIENT (EGYPTE) S.A.E., CAIRO 
BANCO DEL ATLANTICO (Late Banco Querouil y de la Parra Sucs, S.A.), MEXICO D.F. 
BANQUE POUR LE COMMERCE INTERNATIONAL S.A., BASLE 


THROUGH ITS ASSOCIATED BANKS OFFERS BANKING FACILITIES THROUGHOUT 
METROPOLITAN FRANCE, ALGERIA, TUNISIA, MOROCCO, TANGIER, SYRIA, THE LEBANON, FRENCH 
WEST AND EQUATORIAL AFRICA, MADAGASCAR AND REUNION, FRENCH WEST INDIES, FRENCH 
INDO-CHINA, EGYPT, MEXICO AND SWITZERLAND 


THE BANK 
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CREDIT LYONNAIS 


LONDON AQ, LOMBARD STREET, E.C.3 


2527, CHARLES Il STREET, HAYMARKET, S.W.| 


Private safes for rental at this office. 


Central Office : PARIS 
Head Office : LYONS 


Every class of Banking Business throughout the world 


Securities received for Safe Custody, Coupons collected, Deposit and Current 
Accounts opened, and every kind of Banking Business conducted. 


Subsidiary in Brazil: 
Banco Frances E Brasileiro S.A., Rio de Janeiro, Santos, Sao Paulo 


Subsidiary in Portugal : 
Crédit Franco— Portugais, Lisbon and Oporto 





COMPTOIR NATIONAL 
D’ESCOMPTE DE PARIS 


Established in 1889 


Incorporated in France 


aul 


Head Office 
14 RUE BERGERE, PARIS 


Capital (fully paid) . . Frs. 400,000,000 
Reserves ; ; . Frs. 462,483,644 
ALL BANKING TRANSACTIONS. Deposit Accounts opened. Docu- 
mentary and clean credits. Collections, Discounts and Foreign Exchange. 


).F. Purchase and Sale of Securities. Collection of coupons and drawn Bonds. 


Safe deposits. 


cH 813 KING WILLIAM STREET, LONDON 
ICH {ffiliated Bank, French American Banking Corpn., New York 

















Have you read this ? 


If you are contemplating manufacturing in 
Australia, the booklet “ Industrial Australia” gives you the information 
vou require on industrial resources, markets and labour in Australia. 

\t every stage you can count on the expert assistance of The Union 


Bank of Australia whose branches cover the whole Commonwealth. 


Ask for a copy of *‘ INDUSTRIAL AUSTRALIA ” 


THE UNION BANK OF AUSTRALIA LIMITED 


HEAD OFFICE: 71 CORNHILL, LONDON, E.C.3. (AVEnue 1281) 


WEST END AGENCY: 15 CARLOS PLACE, W.1 MAY fair 2549 ——— 












C} cles 
Cosnietics 
Costumes 

Clocks 


Carpets 


Cc hemicals 


are some of the goods bought from Great Britain by Australia 


and New Zealand. What other imports do they require? What 


) 


can they export to this country? The answers to such questions can 


easily be supplied to businessmen by the Overseas Department of 


THE BANK OF AUSTRALASIA 


(Incorporated by Royal Charter 1835) 
MANAGER : G. C. COWAN 
Head Office : 4 Threadneedle Street, London, E.C. 2 
Strand Branch : 263 Strand, London, W.C.2 (opposite Australia House) 
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FACTORIES are © growing 











“in AUSTRALIA 


Expanding industrial development creates trade opportunities and an 
ever-widening field for employment. Informative “Blue Booklets” 
describing the Australian economy are published by the Bank of New 
South Wales and may be obtained. free, from your Bankers or 
direct from— 


“BANK OF NEW SOUTH WALES 


(Incorporated in New South Wales with limited liability) 


LONDON OFFICES: 29 [fhreadneedie Street, €.C2, and 47 Berkeley Square WwW.) 














GB4903P 








fe 
Right in the HEART of LONDON aR 


You will find the London Office of the Bank conveniently 









situated and fully equipped to handle your business with 
\ustralia. 

Enquiries invited regarding trade, business establish- 
ment, transfer of funds, investments and all matters 


relating to Australia. 
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The NATIONAL BANK OF AUSTRALASIA Limited 


Incerporated in Victoria 7 Lothbury, London, E.C.2 Established 1858 
Other London offices at Australia House, Strand, W.C.2 and 8 Princes Street, E.C.2 
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BANK 
LAND 


Limited 


and commercial facilities throughout 


he medium of 107 Branches and Agencies 


n industrial, commercial and pastoral centres of 


years’ experience, the Bank maintains a full 
1 will be pleased to answer enquiries from 


s and Foreign Banks. 


Head Office: 8, MOORGATE, LONDON, E.C.2 
rager: G. L. DAVIES Secretary: J. T. ANDREWS 
Chief Office in New Zealand: WELLINGTON 
General Manager: H. W. WHYTE 


NATIONAL BANK OF EGYPT 


(/ncorporated in Egypt. Liability of Members is Limited.) 


HEAD OFFICE: CAIRO 


Commercial Register No. 1 Cairo 








FULLY PAID CAPITAL - - £3,000,000 
RESERVE FUND - - - £3,000,000 





London Office : 
6 and 7 KING WILLIAM STREET, E.C.4 


Branches in all the Principal Towns in 


EGYPT and the SUDAN 


THE ENGLISH, SCOTTISH & AUSTRALIAN BANK | ||(\ 


LIMITED. 





HEAD ofFice—5 Gracechurch Street, London, E.C.3 
and over 400 Branches and Agencies throughout Australia 


SUBSCRIBED CAPITAI ‘ es .. £5,000,000 
PAID-UP CAPITAL : . £3,000 ,000 
FURTHER LIABILITY OF PROPRIETORS £2,000,000 
RESERVE FUND : £1,815,000 


With its widespread connections, this Bank offers every  esility for the conduct of all 
classes of Banking and Exchange business with Australia. 


J. A. CLEZY, London Manager and Secretary 
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BANK OF IRAN 


AND 


THE MIDDLE EAST 


51 Gracechurch Street, London, E.C.3 


THE BRITISH 





PERSIA (lran) exports petroleum, grains, dried fruits and nuts, tragacanth, 
carpets, fur skins, hides, opium, wool, sheep’s casings, raw silk, saffron and other such 
products. Imports to Persia are textiles, sugar and tea, drugs and chemicals, machinery, 
motor-cars and trucks, haberdashery, hardware and manufactured goods of all kinds. 
The currency is the rial and the official rate of exchange (December, 1949) has been 
fixed since 19th September, 1949, at 89-40 and 91 rials to the pound sterling. Prior 
to that date it was 128-130 rials. 








The British Bank of Iran and the Middle East is the British Bank with sixty years’ 
experience in Persia, and it has branches in all the principal towns and ports 







The Bank is also established in Baghdad and Basra, the chief towns of Iraq, where 
exports are mainly cereals, dates, cotton and wool, and imports much the same as for 
Iran. The Iraq currency is the dinar, equal to £1 sterling. 






The Bank also has branches at Kuwait, Bahrain, Dubai and Muscat in the Persian 
Gulf. These ports are centres of trade with !ndia, Eastern Arabia, Iraq and Persia 
Their currency is the rupee. 






The Bank is also established at Beirut and Tripoli in the Lebanon, and Damascus 
Syria, with the privilege as a “ Banque Agree” of operating in foreign exchange 
under the Government Controls in those places. They are also established at Amman 
jordania, and will shortly open branches at Jeddah and Alkhobar in Saudi Arabia. 













STOCKHOLMS ENSKILDA BANK 
| AKTIEBOLAG | 


Established 1856 





} 












Telegraphic Address: Head Office: 
NITTON-STOCKHOLM STOCKHOLM 16 








NORDDEUTSCHE BANK IN HAMBURG 


formerly Deutsche Bank Filiale Hamburg 


Hamburg II, Alter Wall 37 53 
Telegraphic Address : Deutschbank 
ACCREDITED FOREIGN TRADE BANK 


Special experience in every kind of foreign banking business 
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4 THE BANK OF INDIA, LTD 2 
64 “= ihe . > 
2 Incorporated wm India ; cS 
a Established 7th September, 1906 Ke 
S >) 
I CAPITAL ISSUED : Rs. 4,00,00.000 4 
4 CAPIIAL SUBSCRIBED . 4» 3,98.73.00 12 
“4 CAPITAL PAID UP iH 4 ;, 1.99.36 750 2 
‘> RESERVE FUND a  2,49,36,750 <) 
>) ; SI 
>) Head Office: oS 
> try T 
>) ORIENTAL BUILDINGS. BOMBAY © 
AN S, 
mA Directors : 
> Sir Cowasjee Jehangir. Baronet. G.B.E.. K.C.1.E.. Chairman © 
co Mr Ambala] Sarabhat Mr ogee o rene wm 
A ‘ samen ‘ uleman Cassum Mitha. 
4 Sir Josepb Kay. K.B.E Sir Kikabhai Premchand ma 
>| Mr Dinsha K Daji Mr Bhagvandas eS 
wa Chunilal Mehta. 
S Mr Ramniwas Ramnarain Mr. Krishnara}j > 
> Sir Shantidas Askuran M D Thackersey. eS 
AX General Manager: Mr A.C. Clarke 
<4 > 
Q London Office g 
>} 17, MOORGATE, LONDON, E.C.2 2 
vA 
x Telephone: MET. 0991 Telegraphic Address: Sharafi. Stock, London S 
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THE 


UNITED COMMERCIAL BANK 


LIMITED 


(Incorporated in India. Liability of Members is limited) 


Head Office : 


2 ROYAL EXCHANGE PLACE, CALCUTTA 


oe 
G. D. BIRLA, Esa., Chairman 


AUTHORISED CAPITAL 
SUBSCRIBED CAPITAL 
PAID-UP CAPITAL 
RESERVE FUND 


Rs. 80,000,000 
... Rs. 40,000,000 
..+ Rs. 20,000,000 
Rs. 4,500,000 


With over 80 Branches at the leading centres of Industry and Commerce in India, Pakistan, 
Malaya and Burma, The United Commercial Bank is well equipped to serve Banks, 
Commercial Institutions and individuals carrying on business with India or intending to open 


connections with that country. B. T. THAKUR, General Manager 
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BANK OF LONDON 
SOUTH AMERICA 


LIMITED 








Affords a complete international banking service through 
its branches in 


ARGENTINA, BRAZIL, CHILE, COLOMBIA, ECUADOR, 
GUATEMALA, NICARAGUA, PARAGUAY, PERU, 
EL SALVADOR, URUGUAY, VENEZUELA, FRANCE, 
SPAIN, PORTUGAL. 










Head Office : 
6, 7 and 8, TOKENHOUSE YARD, LONDON, E.C.2. 
BRADFORD BRANCH .... 19, Sunbridge Road 


MANCHESTER BRANCH ... 36, Charlotte Street 
Agency in NEW YORK 




























Keeping in touch with... 


CANADA 


Through its branches in all important centres of 
Canada, Imperial Bank has its finger constantly on the 
pulse of Canadian business. 


In projecting trade relations with firms in Canada, 
or investigating the ground for operations in this 
country, you will find Imperial Bank of Canada a fully- 
instructed and friendly counsellor. We invite you to 
use our facilities. For your copy of the booklet: 
‘Opportunities for British Manufacturers in Canada” 
write to: Superintendent of Foreign Business 


IMPERIAL BANK OF CANADA 


HEAD OFFICE: TORONTO, ONTARIO 
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HE BANK OF MONTREAL offers unsurpassed 
banking facilities in connection with commercial and 
financial transactions in Canada. Over 540 Branches cover 
every province; and in New York, Chicago and San 


Francisco. 


Enquiries will be welcomed at the London Offices. 


BANK OF MONTREAL 


(Incorporated in Canada in 1817 with Limited Liability) 


Financial Agents of the Government of Canada in London. 
LONDON OFFICES: 47, Threadneedle Street, €.C.2. \. D. Harper, Manager. 
9, Waterloo Place, Pall Mall, S.W.1. [. E. Roperts, Manager. 


sie 


THE CANADIAN BANK OF COMMERCE 


ada in 1867 with Limite 





Your Canadian Interests can 
be well served by this Bank 


Enquiries cordially invited 





LONDON, England: 
2LOMBARD ST.,E.C.3 









Head Office: 
TORONTO, CANADA 
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THE 
ROYAL BANK OF CANADA 


Incorporated in Canada in 1869 with Limited Liability 





Over 720 Branches in Canada, 
the West Indies, and Central 
and South America 


ASSETS EXCEED $2,222,000,000 





LONDON: 


Main London Branch : 6, Lothbury, E.C.2 8B. Strath, Manager 
West End Branch : 2-4, Cockspur St.,S.W.1 JL. R. Newman, Manager 


HEAD OFFICE: MONTREAL 


Agency in New York 





= 








Welcome to Canada 





More than one-third of all business in Canada is 
transacted in the rich Central Ontario market 
dominated by ‘Toronto. 

The Bank of Toronto for almost a century has been 


helping the establishment and expansion of business 
" and commerce in this area, and throughout Canada. 





Write to us for market data, credit reports, tariff 
regulations and information pertinent to doing 
business in Canada. 


E 
™ BANKTORONTO 
Incorporated in Canada in 1855 with Limited Liability 


Branches across Canada Correspondents throughout the World — atm-9-50 
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MIEBRGCANTIRE 
INSURANCE CO,, biPD. 


Security & Sewice 


61, THREADNEEDLE STREET, LONDON, E.C.2 
64; PRINCES STREET, EDINBURGH, 2 











| SECURITY ! 
Life has a sense of F 
firm foundation to = 
those who have 
SAFEGUARDED 


the future. 


COIR Oy 





BO 
PROTECT 
Your dependents and 
= PROVIDE 
“What’s the translation George?” for retirement by a 
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ROTTERDAMSCHE BANK 


WITH BRANCHES AT OVER 250 PLACES 

THROUGHOUT THE NETHERLANDS, ENSURES 

PROMPT AND EFFICIENT HANDLING OF ALL 

FINANCIAL TRANSACTIONS IN CONNECTION 
WITH IMPORT AND EXPORT 


WE INVITE YOUR ENQUIRIES 


MAIN OFFICES; 


ROTTERDAM - AMSTERDAM - THE HAGUE 


BOWMAKER LIMITED 


For Export and all other Types of Credit 


| OUR FACILITIES SUPPLEMENT THOSE of the JOINT STOCK BANKS | 


BOURNEMOUTH: LONDON : 
BOWMAKER HOUSE, LANSDOWNE. 61 ST. JAMES’S STREET, S.W.1. 
Tel: Bournemouth 7070. Tel: REGent 1481. 
AND BRANCHES. 


B. W. BLYDENSTEIN & CO. 


Established 1858 


BANKERS 


We specialise in all financial transactions with 
The Netherlands 
54,55 and 56, Threadneedle Street, London, E.C.2 








MANCHE STER 
GUARDIAN 


THE. 
EASTERN 
BANK LTD 


£2,000,000 
£1,000,000 
£1,000,000 


Subscribed Capital 
Paid-up Capital 
Reserve Fund 
ind Manufacturers interested 
n trade with 
IRAQ, PERSIAN GULF, INDIA, 
PAKISTAN, CEYLON, 


SINGAPORE and MALAYA | 


are invited to address enquiries to the 


London Manager 


& 3 
BISHOPSGATE. 


E.C.3 


CROSBY SQUARE | 








UNITED DOMINIONS 
TRUST LIMITED 


Commercial Bankers 


provide long-term credit 


to enable manufacturers, 
merchants, traders and 
contractors to extend and 


develop their business. 


Regis House, 
King William Street, 
LONDON, E.C.4. 


Telephone MANston House 8744 


Seeeenneeeeeneceesenenneeaeseneneee, 
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Incorporated in 


OTTOMAN 
BANK (2053. 


FOUNDED 1863 


CAPITAL - £10,000,000 
PAID-UP - £5,000,000 
RESERVE - £1,250,000 


The Bank transacts every 
description of English and 
Foreign Banking Business. 


BRANCHES throughout TURKEY and the 
NEAR EAST, including EGYPT, SUDAN, 
IRAQ, CYPRUS, PALESTINE, JORDAN and 


ISRAEL, 

Affiliated Institution in Syria and 
Lebanon: BANQUE DE SYRIE ET DU 
LIBAN. 

LONDON 20/22, Abchurch Lane, €E.C.4 
MANCHESTER 56/60, Cross Street 
PARIS 7, Rue Meyerbeer 
MARSEILLES 38, Rue St. Ferreol 


ISTANBUL 
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Informa: 
N.S.P.C 
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IN rH! SERVICE OT} rHRIFT FOR A CENTURY | 
THE | 
ABBEY NATIONAL | 
BUILDING SOCIETY 
whieh recently celebrated its hundredth anniversary. 1s 
narking the occasion by 1 relaxation oO! its investment 
estrictions Unti turther notice existing sharehoiders 
may add any sum to then share accounts. provided the 
total does not exceed £5,000. New shareholders may 
invest up to £5,000 Husband and wife are considered 
as one tor this purpose 
CURRENT YIELD 
This isa v4 Income Tax 
Safety-First “4 fe) horne hy th 
Investment Socicly 
FURTHER PARTICULARS FROM 
Head O fhice 
ABBEY HOUSE, BAKER STREET, LONDON N.W.1 





good... 





to aid the child-victims of ill-treatment anc 
neglect, to secure for them proper care and attention, 
and above all, to rebuild family life. You can help 
this at work in your recommendations to clients 
A bequest to the National Society for the Prevention 

Ity to Children means that the money will be 


ot Cruelty 
used to the greatest possible good. 
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President: H.R.H. PRINCESS ELIZABETH f\ 

Information gladly pplied on application to the Director } 
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CVS-222 


Recommended ! 
- - - for your bookshelf 
| 


Exehange and 
Trade Control 
in Theory and Practice 





| By H. E. Evitt. Deals with the basic 
principles of control of a nation’s 
external finances. The clear way in 


which the author explains this complex 
subject makes this book invaluable for 
bankers and banking students. Ready 
shortly. 6/6 net 

‘ . 

Companies 

and Company Law 
By A. C. Connell, LL.B. Sixth Edition 
by A. T. Purse, LL.B. 15/- net 
** Of great assistance to all persons 
who are at any time brought into 
contact with joint stock companies 
The numerous points of law will be 
found to be lucidly explained and 
copies of all the more important forms 
are set out.”’’—Law Times 


Company Law 


By Ranking and Spicer. Eighth Edition 


21/- net. ‘* Students, as well as 
qualified accountants and secretaries 
will find this an authoritative work, 
from which they can obtain, with 
minimum search, information and 
guidance.’’—Journal of Commerce 


Pitman 
Parker St., Kingsway, London, W.C.2 
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i 
ASSETS EXCEED £150,000,000 A | 
RESERVES EXCEED £8,000,000 i 


HALIFAX BUILDING SOCIETY 


THE LARGEST IN THE WORLD 


a1 Manager—F. BENTLEY, F.C.1.S Head Office—HALIFAX London—HALIFAX HOUSE, STRAND, W.C.2 








FOR YOUR BUSINESS WITH TURKEY 


~TURKIYE is BAN KASI 


HEAD OFFICE: ANKARA 


ESTABLISHED 1924 


CAPITAL, RESERVES AND PROVISIONS 
OVER £T7.47,000,000 


70 Branches throughout Turkey. Foreign Branch : Alexandria 
Correspondents throughout the World. 


COMPLETE BANKING SERVICE. 
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FOR COLLECTION OF DRAFTS IN ECUADOR 
USE 


BANCO DE DESCUENTO 


ESTABLISHED 1920. P.O. BOX No. 414 
GUAYAQUIL, ECUADOR, SOUTH AMERICA 


NANAANAANAAAAAAAAAAAAAAAAARS 


Paid-up Capital and Surplus Sucres $/17’000,000.00 


Memeers EcuaporiaN CENTRAL BANKING SySTEM 


ANNINASAAAANAAAAAAAAAAAAAAAAASAAAAAAAAAAAAAAR 


INNAAAAAAAAAAAAAAN 


ANANANAAANANAAAAAAAAAAAAAAAAAAAAAAAAAAARARAAARA SARA RAR AAAS AAAA AAA A AAA RAR RAR AA BARA AAAS AAA AAA ARAARSAAASARARARAR 


-PANCADA, MORAES & Co. 
Bankers 
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37, Rua Augusta Teleg. Addr. 


Lisbon Pamoca 
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= | DUNFERMLINE 
| BUILDING 





SOCIETY 


Estp. 1869 


PRESIDENT: Tue Rr. Hon. Tue Eart or Evcin ano Kincarpine, K.T., C.M.G 


2 
nt 

The Society is now prepared to receive Share 

Investments, up to a maximum of £5,000, 
and will allow interest thereon at 


Per 2} % annum 


INCOME TAX PAID BY SOCIETY 
Prospectus on Request 
HEAD OFFICE: - - EAST PORT, DUNFERMLINE, FIFE 
Manacer: - ROBERT STODDART, M.A., LL.B., C.A. 
ASSETS : £5,000,000 RESERVES : £125,000 
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BANCO DE CREDITO 


) DEL PERU 
CAPITAL S’.26,000,000.00 7 
es By ‘ ; Ean 
RESERVES S’.44,656,975.58 : es 
4A at 
oe ¥en 4 





HEAD OFFICE: LIMA 
FOURTEEN CITY BRANCHES 
FORTY-TWO PROVINCIAL BRANCHES 


ANSSISSSASAAANAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAARSS 


AAAAAN 
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Entrust us with >. & : 2 
YOUR COLLECTIONS The Bank of \. T. Butterfield 
ON PERU and Son. Lid. 





— BERMUDA 
Established 1858 


Complete Commercial Banking and Trustee 

ESTABLISHED IN 1889 Department services 

Correspondents of principal English and 
Scottish Banks 


PERU'S OLDEST NATIONAL COMMERCIAL BANK 














copies can be made same size as the originals... 
or reduced 
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| Ane 

PHOTOSTAT’ can save you a great deal of 
time — put you ahead of the clock in your 
document-copying work. 

‘Photostat’ copies documents at the rate of 
50-60 an hour .... and does the job quite 
simply under normal office conditions. These 


or enlarged 


. and because they’re photographic facsimiles 


they don’t need checking 


For full details 
lf the volume of your copying-work 
does not warrant the installation of 


» write:— 


PHOTOSTAT LIMITED 


















= gece aye ia. ae DEPARTMENT 16, ADELAIDE HOUSE, LONDON BRIDGE, LONDON, E.C.4 
economically and in strict confidence Phone: MANsion House 8226 
TO BANK MANAGERS 
Please consult us—we have been established 
since 1772 — regarding your ged 
JEWELLERY, SILVER, COINS and MEDALS. 
We will gladly advise you free of charge 
SPINK & SON, LTD. 
ea 5,6 and 7 King Street, Tel.: WHItehall 5275 
HM. The King St. James’s, LONDON, S.W.1 4 Lines 











THE BUSINESS & FINANCIAL 
ADVISORY CO., LTD. 


47/49 Borough High St., S.E.1 


COMPANY & PARTNERSHIP 
FORMATIONS #® ACCOUNTS 


TAXATION @ INVESTIGATIONS 


Telephone : HOP 0907 





.— 


| ADMINISTRATION, RECEIVERSHIP AND 
FIDELITY BONDS, TRUSTEESHIPS, &c. 


"THE BRITISH LAW 


INSURANCE CO., LT 
KING STREET, CHEAPSIDE, 


31 & 32 &£.2. 





ALL CLASSES OF 


FIRE AND ACCIDENT BUSINESS 








TRANSACTED. 
The Company specialises in Fidelity Guarantee 
Telephone : Monarch, 7611 (5 lines) 
Telegrams : ‘“‘Britlaw,”’ Cent., London. 
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| satety points 
ON WET SURFACES 


{ UP TO 2,000 MORE TEETH Mo: 
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PRINC shat Increa i oe 
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y DUNLOP 


THE WORLD'S MASTER TYRE 


*%& AVAILABLE IN ‘DUNLOP’ AND ‘DUNLOP FORT’ TYPES 











| THE 


| UNITED 
| FRIENDLY 


INSURANCE COMPANY, 
| LTD. 


LIFE, FIRE, 
SICKNESS, PLATE GLASS, 
DRIVERS’ RISKS, HOUSE 
PURCHASE, ENDOW- 
MENTS, Etc... Ete. 


BURGLARY, 









R. C. BALDING, 


Managing Director. 


42 Southwark Bridge Road, 





| London. 
a 
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WINTER RESIDENCE 


at the “GRAND” 
Good food from local farms, central heating, radio and 
telephone in every bedroom. Pleasantly situated near the 


shops—Private Suites available. Special ceduced terms 


for Winter Residence—Write to the Resident Director or 
*phone : Frinton 678 


The GRAND HOTEL 


(Fully Licensed) 
Frinton-on-Sea 


3%—4% P.A. NET 


can be obtained with safety 
by purchasing paid up 
ENDOWMENT POLICIES 


from existing holders 


Ask for details of current offers 


HISCOCK KEEPING & Co. (D.2) 


Whitton, TWICKENHAM 
(POP. 7871/2) 
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THE STANDARD BANK 
OF SOUTH AFRICA 





LIMITED 
Bankers to the United Kingdom Government in South Africa and to the 
Governments of Southern Rhodesia, Northern Rhodesia, Nyasaland 
and Tanganyika 
Capital Authorized and Subscribed ‘ .  £10,000,000 


Capital Paid Up ‘ ‘ é ‘ ; ‘ £5,000,000 
Reserve Fund . ‘ . ‘ ‘ : ‘ £5,000,000 


10 CLEMENTS LANE, LOMBARD STREET 
& 77 KING WILLIAM STREET, LONDON, E.C.4 


LONDON WALL Branch, 63 London Wall, E.C.2 
WEST-END Branch, 9 Northumberland Avenue, W.C.2 
NEW YORK AGENCY, 67 Wall Street 
HAMBURG AGENCY, Speersort, 6 
Over 400 Branches, Sub-Branches and Agencies in SOUTH, EAST and CENTRAL AFRICA 
Banking Business of every description transacted 
at all Branches and Agencies 





my S38 
iy Beer today is just as pure and 

DISCUSSING 
WILLS WITH 
CUSTOMERS 


wholesome as ever, but for the 
time being its strength ts restricted by 


existing regulations. The method of 


When occasion arises to 
discuss wills with custom- 
ers, may we ask bankers 
kindly to remember the 
great social and evangelistic 
work of the Church Army? 


brewing is fundamentally the same as 


it was hundreds of years ago, only on 


1 much larger scale. The essentia 
Help by a legacy is very 
ve , 2 sciate, oa. 
hasis ia the same. toc greatly appreciated. Lega 
cies can be allotted to a 
1 specified object and named 
dariey, hops, yeast \ i 04 . pa a 
: : | $ In Memoriam of the 
: testator. 
NALA: Forms of bequest and full 
beer is best RW! particulars may be obtained 
A ANe from The 
: —— 1 T ‘ 
Penk. CHURCH 
‘ F ‘ > - r 
Wc Pope ATR ™’Y 
; ons HER 55 BRYANSTON STREET 
a 5 LONDON, wW.! 
aa AS “es 








( Xxix ) 









take a look 
at quality 


Not until you have seen a Tan-Sad 
office chair from every angle can 
you really appreciate the high 
standard of Tan-Sad quality. 


THE TAN-SAD CHAIR CO. (1931) LIMITED 


Avery House, Clerkenwell Green, London, E.C.1 Telephone: CLE 3192/3 





CROWN AGENTS FOR THE COLONIES 


ACCOUNTANT — required by the Government of Nigeria for the Accountant-General’s Department 
for one tour of 18 to 24 months with prospect of permanercy and of promotion to more senior posts 
in future years. Salary according to qualifications and experience in scale £660, rising to £1,200 a year 
(including expatriation pay). Outfit allowance £60. Free passages and liberal leave on full salary. Candi- 
dates, under 35, should be members of one of the recognised bodies of professional accountants, or be 
of good education and have had substantial experience with a firm of accountants or a bank or in 
an Accounts Branch of a Government Department, Municipality or Public Company. Apply at once by letter, 
stating age, whether married or single, and full particulars of qualifications and experience and mentioning 
this paper, to the Crown Agents for the Colonies, 4, Millbank, London, $.W.1, quoting M/N/24704(3C) 
on both letter and envelope. The Crown Agents cannot undertake to acknowledge all applications 











and will communicate only with applicants selected for further consideration 












ae sk The Commercial Bank of Australia, 
Industrial Bankers invite applications Ltd., require single men (aged up to 
~ Brees = Bip ens 25 years) for clerical duties in Australia 
(b d K wee sehasaat (b) and New Zealand. Matriculation or 
ere Pee pres. g yeti “Maids Bankers’ Institute examinations an asset. 
T sa se ia — Previous banking experience preferable, 
unbridge ells). | Salary, Car Allow- but not essential. Salary up to £A 420 
ance, Expenses. Applicants must be p.a., according to age 
tall, po 25-30, have yet ren goon Applications, giving full particulars of 
ance and manner, good education, and education and experience, should be 
— of successfully re Sceeaay addressed to:—London Appointments 
meso a ge — = Officer, Ministry of Labour and National 
agar asses ae si “as i Service, 1-6, Tavistock Square, London, 
quoting reference number 


Banker, 22, Ryder Street, St. James's, 
London, $.W.1. pga 
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THE NATIONAL CITY BANK 
OF NEW YORK 


Head Office: 55 WALL STREET, NEW YORK 


London Offices: 
117 OLD BROAD STREET, E.C.2 11 WATERLOO PLACE, S.W.1 









A cab | 
iy i 
tag 1924, Sr. 


ALLIANCE 


ASSURANCE CoO. LTD. 
HEAD OFFICE: BARTHOLOMEW LANE, LONDON, EC.2 


Established 1824 
INSURANCES OF ALL KINDS 
FIRE - MARINE - BURGLARY and THEFT 
Accidents of all kinds - - Motor Vehicles 
LIFE (with and without profits) - - Estate Duty Policies 


Family Protection - - Children’s Deferred Assurances 


and Educational Endowments Annuities 


Special terms granted to Bank Officials in respect 
of Assurances on their own lives. 


The Company undertakes the duties of Executor and Trustee. 
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THE 


BANKER 


THE BANKER 
IS PUBLISHED BY 
THE BANKER LIMITED 
rial and Advertisement Offices : 


{YDER STREET, ST. JAMES’S, 
LONDON, S.W.TI. 


Publishing Office : 
72 COLEMAN STREET. 
LONDON, E.C.2. 


Telephone: Monarch 8833 
elegrams Bankroy, Ave, London 
Cables: Bankroy, London 


* 


SUBSCRIPTION RATES POST 
rO ANY PART OI THE 
tLD ARE :-— 


WELVE MONTHS 


SIX MONTHS...... 


* 


CHE EDITOR WILI BI GLAD 
RECEIVE MS. ARTICLES. 
THOUGH EVERY CARE WILL BEI 
TAKEN, HE CANNOT HOLD 
HIMSELI RESPONSIBLI FOR 
ARTICLES SENT HIM 


7 


BANKER ts published on 
First Day of the month 


January, 1950 NUMBER 288 : VOLUME 93 
CONTENTS PAGE 

Frontispiece : Mr. A. D. Chesterfield XXXIill 

A Banker’s Diary 

American Prospect 

Was America’s Credit Reflation Effective ? 


‘The Canadian Economy in 1949 
By G. S. Dorrance 


After the Australasian Elections 


Australia’s Vulnerable Economy 


The Prospect for Germany’s  Pre-war 
Creditors aie gs 
By A Special Correspondent 


Taxation of Lump Sum _ Payments 
Directors 
By T. F. Sophian 
Legal Problems of Devaluation 


By I. A. Mann 


The Bill of Lading in Documentary Credits 
By Maurice Megrah 


International Banking Review 
Publications 

Appointments and Retirements 
Banking Statistics 


Index for July to December, 1949 .. 


THE OLDEST INSURANCE 
OFFICE IN THE WORLD 


is prepared to undertake all 


the duties usually entrusted to 


EXECUTORS and TRUSTEES 


at reasonable rates. 


Booklet on application to: 
Head Office: 63 Threadneedle Street, E.C.2 


Branches in all important Towns. 
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MILNERS’ BANKERS’ DOORS 


Vol 





The world-famous reli- 
ability of Milners’ Bankers’ 
Doors and the security 
they give, can be attributed 
to a century's experience 
plus a constant determin- 
ation to improve and 


develop 





M, tlners ~ 
the safest Safe investment/ 


MILNERS SAFE COMPANY LTD. 


Security Engineers and Contractors 


HEAD OFFICE: 58, HOLBORN VIADUCT, LONDON, E.C.I. 


Telephone: CENtral 0041/5. Telegrams: Holdfast, Cent, London. 


Factories: Phoenix Works, Speke, Liverpool. Telephone: Hunts Cross 1281/6. 
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MR. A. D. CHESTERFIELD 


ho has just heen appointed Chief General Manager of the Westminster Bank) 
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he says he’s too busy 


NOT to see you... 
——— : Cont 
duri 
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ster] 
thes 
abou 
surv 
effor 
What’s on this caller’s card that opens the door to a busy executive’s affirt 
office ? It’s just a symbol in the corner — the rt of Burroughs. alrez 


You sec, that symbol stands for an organization whose job is to The 





help save time. Through daily contact with all kinds of business, the | 
Burroughs is familiar with current problems in figuring, account- Brit 


; ; 
ing and statistical procedures and how they are being solved. in t 


Ame 
dem 
abot 
not 


Phat is why busy men welcome the visit of a Burroughs representa- I 


Burroughs knows time-saving trends in machine application. 
Burroughs has a complete line of machines that get figure work 


done in less time, at less cost, with less effort. 


tive. They know it takes time to save time. They know that time spent hone 
with a Burroughs man is a good investment. Phone him to-day. whi 
Regent 7061. Burroughs Adding Machine Limited, Avon House, that 
356-366 Oxford Street, London, W.1, and principal cities. atte 
whic 
beer 
busi 
man 


oo wwe DUProughs i 


WHEREVER THERE’S BUSINESS THERE’S 


upo: 
dire 





A fact t mpletion at STRATHLEVEN, Scotian 
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A Banker's Diary 
CONTROVERSY about the Government’s post-devaluation policy has continued 
during the past month, but it is still too soon for either side to be able t 
t its contenti yy objective evidence of th ffects 
Blaming vhich d iation actually is exerting. Such indices as are 
t \ lab] the peri since September—thos rr trade 
Business all } 1 stro - 
l I 

These 1 Cf : 

( l tO 

ILE ( i le {Ol 
( | ) i iY 
{ ( { r - 
{ vill t irily ta 1 
qiStrloD G4 ae | I ( i } 
the m«¢ ( nistic < f bh con- 
tinue to t ( ul the ex re mands of 
the ( Y t 1;Oull Si lin i 

The Governmer! ) that Britain cannot afford to release 
sterling balances as rapidly in the past, still does not admit the force of 
these impedimer to the dollar drive. For all that, it clearly harbours doubts 
about the extent to which it is likely to succeed. Returning from a rapid 
survey of American markets recently, Mr. Harold Wilson declared that the 


efforé*and attitude of British exporters were “ simply not good enough ’’. He 
affirmed both that price is no longer an obstacle and that the Government was 
already giving “‘ all the assistance that a Government can legitimately give 
The implication is that any failure of the export effort cannot be the fault of 
the Government but will be due simply to the wilfulness or irresponsibility of 
British industry, which continues shamefully to supply its regular customers 
in the sterling area and obstinately refuses to quote firm delivery dates to 
American enquirers or to offer them the particular varieties of goods they 
demand. Sir Stafford Cripps’s only contribution to the parallel discussion 
about the need for adequate incentives has been to affirm that people must 
not expect “ bribes ’’ for doing their duty. 

In other words, after last year’s brief interlude of Crippsian objectivity and 
honesty, we are back now in the Daltonian realm of economics for patriots in 
which the principles of the market-place have no part and in which anything 
that cannot be achieved by physical restrictions and directions has to be 
attempted by exhortation. Instruments of economic pressure and policies 
which would create rational conditions and incentives in the markets having 
been equally forsworn, there is, of course, nothing left but this. Abuse of 
business men and of their methods and motives thus becomes part of the 
many-sided process of building up the Government’s election alibi for the 
failure of its economic policy. Other sides of the same process are the attacks 
upon the Press and the latest series of threats which Dr. Dalton has been 
directing against the City. 
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YET another recent manifestation of the same pee ess has been the re-furbishing 
i the Daltonian argument that deficiencies in domestic policy could have 
nothing to do with Britain's « saeneel difficulties. This elemen- 


Living tary fallacy, long since exploded, has now re-emerged in more 
on dangerous guise, with a thick veiling of impressive statistics 
Capital marshalled both by the Government “itself and by some of its 
unofficial supporters. The contention now is that Britain is 


no longer living beyond its means dated the most extreme form of this 
argument affirms that it has not done so even over the whole period since the 
end of the war—so that its external difficulties must be due simply to world 
circumstances and particularly to the inconvertibility of the soft currencies 
which are so largely received in payment for Britain’s exports. Similarly, it 
is sane’ that, whatever may have been true in 1946-47, there can no 
longer be any crisis of inflation, so that no stern disinflationary measures are 
necessary. These specious arguments disintegrate at once in the hands of the 
well-informed, for it is obvious to them that, in so far as “ overall ’’ external 


equilibri ] is achieved by t xcessive sales to soft curr ney markets (which pay 


high pric ften settled by mere cancellation of book claims against Britain), 
it is literally the cause of the continuing dollar deficit. 

This is much less obvious, however, to the general public to whom such 
propaganda is addressed. Indeed, many people who ought to know better 
have actually been deceived by the most fanciful of all such a igri and 


have seized with avidity some figures recently supplied by the Chancellor 
showing that since 1945 the aid received by Britain from abroad has not been 
much greater than the amount of aid which Britain has itself extended in 
various forms (including, or course, many large items, such as surplus war 
stores left abroad, which imposed no burden on current productive resources). 


Che best commentary on this argument is given not by detailed dissection of 
these dangerously misleading figures, but simply by reminding those who are 
falling for it that in the three years 1946-48 alone Britain had a deficit on 
current account of {1,130 millions. The similar deficit in 1945, including only 
a moderate sum for Lend-Lease, was £875 millions. These official figures are 
the best estimates which Government statisticians can make of the true 
extent to which Britain has been living on foreign aid or otherwise running 
down its capital overseas. They make nonsense of the contention that Britain, 
so far from “ living on charity’’, has merely been a conduit-pipe for the 
distribution of dollar largesse to the rest of the world. 


EXPERIENCE in the gilt-edged market during the past month has fitted neatly 
into the neutral pattern outlined in the last issue of THE BANKER to indicate 
the likely shape of monetary policy. In their arrangements for 

Converting dealing with the £787 millions of 1? per cent. Exchequer bonds, 


the which mature on February 15, the authorities carefully steered 
Exchequer a middle course between the extremes of policy. They avoided 
Bonds the positive funding operation which, if genuine, would surely 


have given a further upward twist to interest rates and which, 
if spurious (in the sense that the authorities would have reckoned upon taking 
up themselves a large proportion of the stock), would have involved undesirable 
credit inflé ation. On the other hand, they shunned a Daltonian techn 
que of merely replacing the maturities by floating debt, and of thus indulging in 
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an unfunding operation. Instead, they chose the neutral course by offering a 
security designed especially to appeal to the an holders of the maturing 
bonds. This limited their choice to a “‘ money market ”’ security, which took 
the form of a 2} per cent. 5-year Exchequer stock with the welcome feature of 
1 single redemption life (February 15, 1955) offered at par for conversion only. 
These terms, though, of course, substantially less generous than would have 
had to have been conceded a few weeks earlier, were strictly in line with the 
market—before allowing for the special attractiveness of a single-dated issue. 
They particularly appealed to the banks and other institutional investors, 
though for the discount houses the life was too long to allow the stock to play 
more than a modest part in their portfolios. In the event, all but £64 millions 
of the maturing bonds were offered for conversion—a technically satisfactory 
achievement even though appreciably more than half the maturing issue was 
believed to be in official hands by the time the conversion period ended. 

This achievement, however, has done little to stiffen the morale of the 
gilt-edged market. While the conversion was in progress medium and long- 
term issues lost most of the ground gained during the previous week or so 
and, at the moment of writing, are now virtually back to their levels of mid- 
November. Clearly, the market still has a soft undertone, reflecting not only 
the long-run pressure discussed in these columns last month, but also the 
feeling that the authorities, having completed the only imminent compulsory 
operation, have now no need to try to keep the market on an even keel. 


As the year-end approached, the post-devaluation pattern of prices and trade 
was beginning to take shape, ill-defined though most of it still is. The dollar 
prices of existing United Kingdom exports to the United States 


Prices have, of course, fallen, though in general the reduction seems 
since to have been rather smaller than might have been expected. 
Devalu- As Mr. Harold Wilson seems to have discovered during his tour 
ation of dollar markets, the hard fact is that many manufactured 


goods already being sold in the United States market are 
specialities such as fine china and w oollens for which price elasticity of demand 
is small. In such categories as these, the sluggishness of demand before the 
devaluation was evidently due rather to the decline in United States incomes 
(or the filling up of United States inventories) than to any uncompetitiveness 
inprice. In Canada and some other hard currency markets, on the other hand, 
a variety of basic British exports—cotton textiles and motor cars among them— 
had been priced out of the market between November, 1948, and September, 
1949, by the rise in costs in Britain relative to those in the United States. In 
these cases, therefore, devaluation has been followed by substantial reductions 
in dollar selling prices. Thanks to these reductions, the competitive power of 
some lines of British exports in these markets seems to have been restored 
roughly to the point of which it stood before the spring recession began. 
Whether devaluation will allow a whole range of new export goods to be 
competitive in Western Hemisphere markets is not yet clear—there has hardly 
been time yet for the pioneering required to get started. 

In import prices—particularly those of raw materials—the rises have 
perhaps been greater than was at first expected. Of the main raw materials 
entering into international trade, the dollar prices of wool, cocoa, rubber and 
coffee have risen since September and the dollar price of cotton has been well 
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maintained. Among the non-ferrous metals, lead and zinc have fallen slightly 
and tin sharply, in terms of dollars. Dollar prices of tea and jute have also 
fallen slightly, but even in these instances there have been appreciable increases 
in sterling prices. In cereals, for which there is no longer any such thing as a 


world price, sterling prices have risen sharply. Although these various 
influences cannot yet be fully reflected in the price indices, the Board of 
[rade’s Wholesale Price Index for November showed an increase of 10 points 
since September, to the new peak of 239.7. The effect on the Retail Price 
Index is likely to be even more delayed ; even so, expert opinion has suggested 
hat the Chancellor’s fore t (that the index would rise by only one point 
between September and the end of the year) will prove to have been toc 
optimistic. The general public, how - seems to be less inflation-conscious 
than 1 couple of months ago rush to the shoy now refiected 
{ res if et | tra ] ) LOLS | alu ales ) I¢ 

per cen bove the September level. In household goods purchases 
X¢ ri pu S 1ade in I I Ig4c 

It is difficult to assess what all this means for Britain’s balance of payments 
Experience in November was moderately encouraging. ‘The sterling value of 
exports (at {160.4 millions) was the highest ever and the import surplus (on 
the c.i.f. valuation) was only £35.1 million the lowest since last March. The 
true deficit on merchandise account (on the f.o.b. valuation) must have | 
much smaller than this—probably only £5 millions or thereabouts. It 1s 


impossible, however, to draw from these figures any conclusions about the 
continuing effects of devaluation. These are merely its impact effects, reflecting 
the release of demand held back during the summer, and relating to a period 
before the rise in import costs has percolated through to export costs. Apart 
from this, the sterling value of imports may rise in the New Year as accumulated 


+ 


7 ? 
pre-devaluation stocks run out 


PLANS and. negotiations for securing greater monetary integration in Europe 
have been more than usually plentiful during the past month. On the wider 
plane—that is, taking Marshall Europe as a whole—discussions 

Monetary have been going on with the object of transforming the present 
Integration highly inadequate Intra-European Payments Agreement and 
in of removing from it the restrictive ‘“ strait-jacket ’’ imposed by 

} 


Kurope fixed and predetermined contributions and drawing nights 


A 


o ft 
_ & 


The American E.C.A. experts have propounded a new scheme 


which would in effect involve the esta 
It would be fed by an E.C.A. pool of dollars and would conduct monthly 
clearings of intra-European debts very much on the lines of the B.I.S. com- 
pensation but without the aid of the drawing rights. Whether any such system 
can operate successfully depends on the degree to which intra-European 
balances of payments are in effective equilibrium. If they are not, the pool 


lishment of a monetary fund for Europe 


will be quickly drained, and Europe will be back where it was before the 
[.E.P.A. came into operation. 

Another scheme—on an even wider and therefore more visionary plane 
that for European convertibility of currencies which has been submitted 
by Mr. David Eccles, M.P., to the Council of Europe. This follows broadly 
the same lines as the E.C.A. plan. It would also set up a new organization and 
would require the debtors in the periodic compensations to settle a part of 
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their debit balances in gold or dollars. Like the E.C.A. scheme, the “ Eccles’ 
plan depends for its successful functioning on the establishment and main- 
enance of reasonable equilibrium in European trade and payments. This is 
admitted by its sponsors, and the plan includes provisions intended to ensure 
that the countries concerned follow broadly uniform fiscal and monetary 
policies—a very sweeping and bold assumption to make at this juncture. 

On the regional plane, the past month has seen the negotiations for two 
‘urrency groupings, that between France, Italy, Belgium and the Netherlands— 
now known as “ Finebel ” and not “ Fritalux ’’—and that between the sterling 
area and the Scandinavian countries. The former negotiations have encoun- 
tered serious difficulties. It is quite clear that France is now extremely averse 
to removing quantitative import restrictions even within this restricted group 
yf countries. Some agreement duly christened by the new name will no doubt 
be signed, if only to impress the Americans ; but it will be difficult to find real 
substance in it. The negotiations between Britain and the three Scandinavian 
countries which began in Stockholm last month are to be continued—probably 
in London—this month. There is a fair chance of achieving a considerable 
freeing, not only of trade but of payments between the countries concerned. 
What is being sought is a virtual attachment of the Scandinavian countries to 
the sterling area group within which trade and payments are relatively free. 


[HE agenda for the imminent Commonwealth conference at Colombo suggests 
that it will be mainly devoted to the grand political strategy of the Dominions. 
[n these days, however, no such stock-taking and planning can 

Colombo ignore economic problems, and it is not surprising that all the 


and foreign ministers should be taking with them a full complement 
Sterling rf fin: uncial and economic experts. Sir Henry Wilson Smith of 
Balances the Treasury will be acting in that capacity for Mr. Bevin. 


he economic discussions at Colombo will be at the “ official ”’ 
evel, but will be nonetheless important for that. Since the last meeting of 
Commonwealth Finance Ministers sterling has been devalued—a development 
which, incidentally, was not on that agenda. The results of devaluation will 
thus provide ample material for discussion. There will be some call to review 
the progress made in implementing the undertakings made at the last Finance 
Ministers’ meeting to cut the dollar expenditure of “all sterling countries in the 
Commonwealth by some 25 per cent. The progress of the dollar export drive 
by the Commonwealth will also require review. 

Last but not least, some attention will have to be paid to the problem of 
‘eleases of sterling balances. There is, however, unli kely to be any hard news 
yet about the discussions on sterling balances which have been taking place 
between the British, Canadian and American representatives in Washington. 
Sir Leslie Rowan, who is now chief British economic representative in Washing- 
ton, has up to now done no more than circulate a highly informative but 
purely factual paper on the history and position of these balances. No sugges- 
tions of a possible redistribution of the burden of these debts have yet been 
made by any side. Well-informed American opinion is nonetheless turning 
increasingly to the thought of a participation by the United States in the 
lischarge of these abnormal liabilities, especially if such participation can be 
made a lever through which to obtain, first, a partial cancellation of the claims 
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by the creditors and, secondly, a more rapid achievement of the convertibility 
of sterling than could otherwise be secured. 


As expected, the main feature of the clearing banks’ statement for November 
was the further switch from Treasury deposit receipts (now down to only 
11.3 per cent. of total deposits) to money market assets (raised 


Bank to the unprecedented ratio of 29 per cent.). Since the decline 
Deposits in the former exceeded the increase in the latter by almost 
Steady exactly {10 millions, net deposits have fallen slightly, despite 
a {7} millions rise in bank advances. There was a similar 


pause in credit expansion in November of last year, when, however, deposits 
were still {270 millions above their level of the previous year. Now, however 
they show an increase of only about £8} millions on the year. 

The process « switching from T.D.R.s to bills—which has raised money 
market assets by no less than £484 millions in four months—has now come to 
an end. As the authorities are unwilling to raise the weekly offering of tender 


November, Change on 

1949 Month Yeas 

fm. fm. £m 

De] ts 0005.9 + 10.3 } 9.0 
~~ ‘ Det its * 5s 4.3 3.0 + 8.6 

) 

Cash 496.8 (8.79) 1.5 iS 1.6 
Money Market Assets 1763.7 (29.0) y + 488.9 
Call Money 548.2 (9.0) - 7.5 + 65.8 
Bills ‘ 1215.5 (20.0) + 53-4 + 422.9 
Treasury Deposit Receipts 688.0 (rr. 3) 56.0 644.0 
Invesimenis plus Advance go.5 (49.3) L §.2 + 68. 
49 y) 

Investments . ‘ 1517.4 (25.0) + 0.6 +t 37.2 
Advances : “ oe 1473.1 (24.3) + 7.6 > 842.3 


*After deducting items in course of collection. ' Ratio of assets to published deposits 


bills above {230 millions they have reverted to net borrowing on T.D.R.s and 
the issue of these has therefore risen quite sharply. In the immediate future, 
however, its decline is likely to be strongly resumed. In the first two months 
or so of last year aggregate Treasury borrowings on tender bills and T.D.R.s 
ran down by £547 millions. The reduction this year is likely to be smaller— 
partly because the Exchequer cash surplus will itself be smaller, and partly 
because {64 millions of it will be needed for repaying unassented Exchequer 
bonds. 

Meanwhile, the recovery in gilt-edged from the nadir of early November 
has eased the worst fears of those responsible for drawing up end-year institu- 
tional balance sheets. Security prices are now roughly back to their level of 
end-September and slightly above that of end-October. This lends special 
interest to the experience of the three Scottish banks (the British Linen, the 
Commercial Bank and the National Bank) who drew up their balance sheets 
at one or other of these dates. All three banks took the depreciation of invest- 
ment values during the year in their stride—in the sense that neither published 
reserves nor the definition of published profits gave any hint of the writing- 
down that had to be undertaken ; all three institutions, in short, have ridden 
securely over what could have been an uncomfortable squall. 
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American Prospect 


EVER before has the economy of the United States been so delicately 

inflation and deflation as it is now: and seldom has the 
direction of t he next move been so charged with significance for the whole 
world. If one c ald contemplate the American economy in isolation, insulated 
from that of the rest of the world, there would be little difficulty in deciding 
what would be the likely character of its ag diate and even medium-term 
evolution. All available domestic indices in the country point to continued 
expansion. The country is near healthily fu I, employment. It has emerged 
with conspicuous success and rapidity from the corrective business readjust- 
ment which began in the autumn of 1 1948 and had completed itself by mid- 


poised be twe 


summer 1949 The Government 1 mtinuing to subsidize its agricultural 
industry. The budget, in this p od of high aniiianas and prosperity, 


is running at a substantial deficit, now es timated at around $5 & billions for 
the year to June 30 next. Wage rates are still creeping up—not directly but 
through the mounting cost of social security charges which are being largely 
placed on the shoulders of employers. All these factors would m to point 
straight to inflation and mising prices 

The American economy, however, cannot be viewed or studied in isolation 


It is increasingly part of the world economy. The foreign trade of the United 
States still represents a comparatively modest fraction of its national income 
—something over 10 per cent.—but it is a crucial and highly sensit margin. 
In due course, therefore, the United States 1s bound to feel the impact of the 
world-wide and substantial exchange readjustments which were set in motion 
last September with the devaluation of sterling. As exc ptional assistance by 
the United States to the rest of the world tapers off, and as the pattern of 
international trade becomes increasingly governed by the normal pull of relative 
prices and not by the eam of exceptional loans and outright gifts which 
have been making the 7 way from the United States since the end of the war, 
the newly-created price disparities will make themselves increasingly felt on 
the American economy. One fact alone may be advance 4 to illustrate these 
disparities. At the present rate of exchange, the average industrial 1 
the United States works out at just under {20 a week, which compares with 
an average of {5 19s. in Great Britain. No arguments based on differences in 
productivity can explain away divergences of this magnitude. If they ar 
maintained—and that depends very largely on the extent to which wages an¢ 
costs can be held down in the countries which have devalued hese wage 
differentials must percolate through the whole structure of relative costs and 
must, sooner or later, but inevitably, cause a reduction in demand for American 
goods and thus exert persistent and mounting deflationary pressure on the 
American economy. 

To get the true measure of these divergent forces now operating in the 
United States it may be well to go back slightly and trace the course of the 
corrective recession which began in October, 1948. Its first symptoms were a 
mounting volume of inventories, both in the retail and wholes -_ trades, and 

xtiles and other house- 
hold goods. This in due course le d to unemployment, whic ch rose from a figure 
of 1} millions to over 3} millions in the early summer of this year. The produc- 


was 


clear ev * nce of over-production in certain lines of te 
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ion index of the Federal Reserve Board, which had risen to i199 (average of 
in October, 1948, fell abruptly to touch 163 in July, 1949. 
This rise in unemployment and fall in production were, however, merely 
\ I i I istability with which the American economy 
vas ans ie signals of a change in the character of demand. Once again, 
5 yusiness showed its customary brutality but extreme ejficiency 


cH 
, 





yrrective meas s to itself. The prices of “ unsaleable "’ goods 

mercilessly and shelves were cleared of previously redundant 

‘irms which could not make the necessary adjustment were 

personnel sent to find employment elsewhere. At the same 

time \ it policy in the United States—which is more fully discussed in 

anothei in this issue——-adjusted itself to the new situation. The results 

have | triking. By the month of September the index of production had 

covered 178. Unemplo is in near the 2$ million mark— 
t | the a le lal 

\llied to the immediate corrective measures taken both by business men 

| ind by the monetary authorities there were fiscal influences at 

d to maintain a high level of income. After President 

[ruin re-election, the Farm Lobby had to be given greater consideration 


han fore, and the agricultural price support programme secured a 


lif This programme, and the simultaneously increased expen- 
I V the main factors in causing the U.>. Government 
ise from its estimated level of $41.9 billions for the fiscal year 

1 


50 to ‘ial now revised to over $43.5 billions. This, together with some 
shortt in taxation—largely the work of the last Congress—means that the 

irrent year, which had been estimated to show a deficit of 
j timates of Bureau of the 
‘ficit is likely to carry on 





> 
1 
} 


nto the financial year 1950-51. President Truman has recently indicated that 
ar will be running at about $45 billions, or 


J 
61.5 billi higher than this year. In his coming Budget message he will no 
ubt propose appropriate increases in taxation, but one may confidently 

x t I to trim this side of the public accounts without having the 
l oO ul | l pt coimpara ively small items 


The immed O therefore, is for a continuing 


ynary ally of this deficit is the house-building boom which 


> 


United States in the second half of 1949. The past year is likely 

ds for building activity. The previous record was held by 
»] than 937,000 new housing units (other than farm buildings) 
mn the figures available for the first ten months of this year this 


to be broken. [he amount represented by awards for resi- 
ng tracts in the first ten months of 1949 was $3,385 millions, 
1 Was 10 per cent. in excess of the comparable igure for 1948. But this 
ciis a tremendous spurt in the period from August to October, 
awards were no less than 55 per cent. up on the comparable 
According to preliminary figures for November, this rate of 
acceleration has been maintained. The United States housing boom is playing 
1 part in the economy which is comparable with that of the British boom in 
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Housing activity in the United States is being fed copiously by abundant 
credit, most of it provided with Federal Government guarantees. The Federal 
Housing Administration has liberalized its loan and mortgage insurance 
plans, the facilities of which are largely intended for ex-servicemen or veterans. 
The Federal National Mortgage Association, a subsidiary of the Reconstruction 
Finance Corporation and thus a wholly-owned instrument of the Government, 
has recently had its ceiling for market purchases of guaranteed home mortgages 
1 from $13 to $2} billions. According to a recent report of the National 


raised 


City Bank he expansion of mortgage debt on easy terms, covering 80, go 
ind even £00 per cent. of the present high costs, has continued. Total home 
mortgage debt increased by three-quarters in the year ending 1948 and has 
risen this year (1949) at almost the same rate ’’. This house building boom 
has its elements of danger w why n viewed in terms of the community as a whole, 
but the impa f losses du ) personal insolvencies and inability to meet 


these debts will fall, not on Spe cific institutions—as happ ned when the real 
estate boom broke in 1g29g—but on the whole body of hanpayem, since the 
bulk of the mortgage debt which is now being built up is adorned with the 
inconditional guarantee of the Federai Government 

The next most important element in the reflationary situation is the agricul- 
tural price support programme, which is becoming a gargantuan Frankenstein. 
The Commodity Credit Corporation, the operative branch of the Department 
of Agriculture for the purpose of the support programme, has held off the 





market 79 per cent. of the flax seed crop, 70 per cent. of the peanuts (shades 
of Tanganyika !), 40 per cent. of the edible beans, 38 per cent. of the potatoes, 
35 per cent. f the cotton, 29 per cent. of the wheat and r5 per cent. of the 
maize produced in the United States. At the present time the C.C.C. is holding 
over 100 million Ibs. of butter, equal to a full month’s consumption in the 


United States. It is also holding about a year’s normal requirements of flax 


and linseed oil supplies, and no less than 70 million Ibs. of d egg powder 





which is equivalent to about ten years’ consumption in the United States. 
There is no sign yet of an end to this support programme. Congress recently 
passed a new Farm law which provides that for 1950 the basic crops of wheat, 
maiz cotton, tobacco, peanuts and rice Will again be Si upp vorted at the war- 


made to induce 
farmers to reduce acreages, but so long as the attraction of high guaranteed 


prices remains, one can trust the American farmer to offset by higher productivity 


a : 7 R ‘ a : 
+; " - 7 “i+ " t re Ino 
tim evei Of per cent. of parity Som attempts al belns 


and more intensive agriculture any likely effects of reduced acreages. The 
position is in fact reaching a —_ at which the limits of this programme are 
being set partly by the peter th rage capacity available to the C.C.C., and 
partly by the iirst significant signs ed urban resentment at the spoon-te eding 


of the rural « mmunity. So far as 1950 is concerned, however, it looks as 
though the -_— ultural income will be maintained at a high level—barring, of 
course, the possibility of a disastrous crop failure. 

In this context of inflation, mention must also be made of the considerable 
industrial strikes which have dotted the history of labour relations during the 
past year and of their effects on the wages structure. The two most important 
industries subject to strikes have been coal and steel. In coal the miners have 
lost the ostensible objective for which they went to battle, but in the steel 
industry the claim of the workers for extended social security services, to be 


borne entirely by employers, has in large measure been gained. The result of 
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the labour disputes in the past year, taking account of the indirect contributions 

to pensions and other social charges, has been to raise the effective level of 

earnings slightly. At the same time the strikes have provided opportunities 

for eacl the two main industries affected to work off heavy inventories. 
% 

On the deflationary side of the picture, a major feature has been 
declining trend of exports. There is still little striking evidence of this fall in 
the published figures, since they do not carry the story beyond the month of 
currency devaluations. It can, however, be said that U.S. exports, which 
touched their peak of $15,371 millions in 1947 and fell to $12,663 millions in 
1948, are now running at the rate of somewhat less than $10 billions and that 
the steepness of their fall is gathering momentum. Devaluation has ade 
priced such articles as American coal and steel out of the export markets. 
Motor cars are being exported only with increa sing ¢ am ulty, as the relative 


dearness of the American product now supplements st — of dollars as the 
deterrent. At the new rates of exchange no ships will | xe built in American 
yards for foreign countries. This declining trend in U.S. exports will probably 
continue in 1950, when the impact of devaluation will | xe more fully felt and 
when it is to be assumed that the amounts voted for assistance to European 
countries will show a considerable decline on those for 1949. To the extent 


that the current surplus in the American balance of payments will be reduced, 
some of the forces making for inflation in the United States will be propor- 
tionately cushioned 

The main deflationary factor in the American situation at the moment, 
however, is the declining trend of investment in new plant and equipment. 
According to estimates made by the Department of Commerce and the Securi- 
ties and Exchange Commission, capital expenditures by industry, excluding 
agriculture, will total $8.8 billions for the second half of 1949, which represents 
a 14 per cent. decline from the figures reached in the comparable period of 
1948. There has been a steadily downward drift in capital expenditure during 
the past year and the movement has been gaining momentum in the final two 
months of the year. There can be little doubt that the devaluation of world 
currencies in September has caused a general attitude of caution among 
American industrialists. Those who cater for the export market have already 
felt the impact of these monetary events. In the domestic market there is 
evidence that the pipelines are filling up, that supplies are overtaking demand. 
These symptoms have sent out a call for conservatism in planning further 
development and expansion. The propensity to save in the United States 
remains extremely high, but for the time being the channels for translating 
those savings into actual investments are narrowing. 

This contraction in new investment and the accompanying maintenance of 
a budget deficit provide a replica, though as yet on a smaller scale, of the 
position which obtained in the early rg30s. At that time the greater the efforts 
of the new Roosevelt administration to “‘ spend its way out of the depression ' 
the shyer capital became in launching itself into actual investment. The 
present deficit-financing in the United States and the horror which it evokes 
in many industrial and banking quarters are no doubt playing their part in 
discouraging the normal expansion of investment. It is, however, the uncer- 
tainties about the prospect, the vague feeling that export conditions will 
become more difficult, and that prices will have to come down, which bear 
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the main responsibility for the recent contraction of capital expenditures. 

How, then, can one sum up and define the prospect emerging from this 
pull of contending forces ? It seems safe to assume that in the immediate 
future there is little threat to the stability of the United States economy. 
There are still certain backlogs of demand for houses, motor cars, railway and 
public utility renovations, and other goods of a capital or semi-capital nature. 
[he margin is narrowing, but it still exists. As for current demand for con- 
sumption goods, it is quite clear that deficit-spending, agricultural subsidies, 
and easy credit facilities both for house building and instalment selling of 
consumer goods will maintain effective purchasing power at a comparatively 
high level. Moreover, the proportion of the national income devoted to con- 
sumption in the United States will tend to rise as the redistribution wr equali- 
zation of incomes make further progress. Observers in Europe who take their 


views of the American scene too exclusively from newspapers, bank preasbersced 
and material of a similar nature are probably in danger of misjudging the 
position of the political and social centre of gravity in the United States. It 
lies well to the left of the point at which most foreign observers would put it. 


After President Truman’s re-election and the more recent and even more 
significant State elections (notably that in New York) it can be said that the 
dominant Democratic party is now a party of the Left, a farmer-labour coalition 
which is likely to have diminishing affinity with it reactionary Southern 
“ Dixiecrat ’’ wing. The split between these irreconcila ble elements within the 
party would have been formalized some time ago had it not been for the old 
and strong traditions of the two-party system in the United States and the 
spoils of office that go with it. The split, however, has in fact taken place. 
The Administration now in office is one of the Left and it can be said that the 
welfare state is in the saddle in the United States. 

On these counts, therefore, it can be assumed that for the near future both 
the national income and the amount that is devoted to current consumption 
will be well maintained. This, however, presupposes—and quite rightly— 
that for a time the United States can insulate itself from the pull of external 
forces and especially from the current over-valuation of the. dollar. The 
United States economy has sufficient weight and momentum, and is sufficiently 
independent of foreign trade, to continue undisturbed in a state of external 
price disequilibrium—but only for a time. After a period, which should be 
reckoned in months rather than years, these external forces which have already 
shown themselves in the brake put on U.S. exports will begin to assert them- 
selves more directly upon the domestic economy. Unless inflation in the 
countries that have devalued sweeps away all the effects of the recent realign- 
ment of exchange rates, the United States is likely to be faced by the end of 
1950 with a problem of deflationary readjustment. American business will 
probably solve that problem with its usual ruthless capacity for adjustment. 
But it must not be forgotten that the Fair Deal, the increased social security 
charges borne {hy industry—in other words, the American version of the 
welfare state—must in due course rigidify the structure of domestic costs and 
undermine that famed elasticity of the American economy. When those 
problems of price and cost adjustment have to be faced in earnest, the time 
may perhaps have come when the United States will have to think of revaluing 
the dollar, not for the sake of others, but for its own sake. That prospect 
however, lies in a still dim and somewhat distant future. 
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Was America’s Credit Reflation 
Effective ? 


N the early spring of this year, the American authorities, who had been 
J fientin: a rearguard action against inflation for more than seven years, 
*suddenly found themselves called upon to go forward in counter attack 
against developing recession. In any battle against recession a United States 
Government possesses one advantage which is not enjoyed by any other 
Government in the world. It need have no fear that any steps which it may 
take to stimulate consumer demand will inflate the demand for imports to the 
stage at which immediate payments diiliculties are incurred. Against this, 
however, t » of tl three « rt ry reflationary eapons cannot be easily 
deployed. The scope for public works policies is severely limited by ideological 
considerations and the scope for enhancing consumer demand by planned 
budgetary deficits is limited by the nature of the executive machine (and the 
temperament of some important cogs in it). As it turns out, a budget deficit 
of no less than $5,500 millions may be incurred during the current fiscal year 
(against a deficit of some $1,800 millions last year), but this will result not 
so much from planned reflationary policy as from the net resultant effect— 
unpredictable before the event—of individual log rolling on the one hand and 
of theoretically orthodox finance on the other. For these reasons planned 
counter-recessionary policy in America has relied to a great extent on monetary 
policy—that is, on the expansion of the credit base by the Federal Reserve 
ul 30ard were the measures of last 
March to ease the restrictive effects of specialized credit controls imposed in 
1948. At the beginning of March, modifications in “ Regulation W ”’ relaxed 
controls on consumer credit (or loans for instalment purchases) by decreasing 
the down payment on all durable goods covered by the regulation (except 
automobil from 20 to to per cent., by extending the maximum maturity of 
instalment credit from a 15-to-18-month schedule to two years, and by raising 
the exemption limit from $50 to $roo. A few wecks later similar reflationary 
, which limit the amount of 
credit that may be extended on stock exchafhge securities by prescribing so- 
called ‘‘ maximum loan values ’ \s from March 30, the margin requirement 
(i.e. the difference between 1 market value—or 100 per cent.—and the 
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modifications were made in Regulations T and U 


maximum loan value) for purchases of securities on stock exchanges was 
lowered from 75 per cent. to 50 per cent. Although it is impossible to say how 
man} sactions which would have been illegal before March were entered 


ilt of these relaxations, their net effect was, at least moderately, 
reflationary. Between the end of March and the end of June, loans made by 
the reporting member banks to brokers and dealers in non-Government 
securities 1 by $400 millions and total consumer credit, which had declined 


by $1,000 millions between end-December and end-March, expanded by $800 
millions in the next three months. After the end of June, when Regulation 


W was rescinded, the expansion continued in the next quarter of the year 


it very much the same rate 
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The results of the next and much more important step taken by the Federal 
Reserve Board—the relaxation of commercial bank reserve requirements— 
were, however, much less satisfactory from a reflationary viewpoint. The first 
relaxation of reserve requirements was announced in April; between the end 
of that month and the end of May, the reserves obligatory for member banks 





la . 
fell by $1.2 billions. In the same period, actual member bank reserve balances 
fell by just under $1 billion, the volume of commercial, industrial and agricul- 

7 . mart _— 1 — ley ~ . a , mM - ny ro { > F > «@ _ 
tural loans made by the weekly reporting member banks fell by just under 
$550 millions, and the value of securities sold by the Reserve banks amounted 
to just under $1.7 billion 

Wa ANC] 
¢ \ i members 
' } 
. 
: 
{ iS l and 
( ul 1 
Deceml! , 19 24,113 2 is 
January 26, 1 ¢ ), 11 5 15 I 
February 23 22,847 18,754 19,441 5,222 
March 20 2,378 18,503 19,019 14,904 
April 27 1,705 18,492 ze) i 62 
May 25 20,048 17,305 18,027 2 628 
June 29 19,875 17,334 (8,013 13,177 
July 27 19,075 58¢ 17,486 | 12,886 
August 31 18,225 15,337 512 12,965 
September 28 18,397 5,109 16,016 13,384 
October 26 .. 17,333 15,826 16,095 | 13,680 


What was happening, of course, was that the commercial banks—under 
pressure of the recession—were running down their commercial loans and 
taking Government securities into their portfolios instead. As will be evident 
from the accompanying table, the balances set free by the relaxation of obliga- 
tory reserve requirements were merely utilized for the purchase of securities 
from the Reserve system, so that there was virtually no increase in the level of 
deposits of the commercial banks at all. Paradoxically, this frustration of 
reflation arose because the Board, following its traditional policy of main- 
taining stability in the Government bond market, sold and bought Government 
bonds at pegged prices with the object of maintaining the rate on long term 
Treasury securities at 2.45 per cent. and that on one-year certificates at 1} 
per cent. The maintenance of these pegged rates had involved a considerable 
credit expansion—through extensive purchase of securities by the Federal 
Reserve system—during the boom ; but, after the change in the economi 
climate, the obligation to maintain pegged rates became with startling sudden- 
ness a most evident source of deflationary pressure. The member banks were 
able to switch their assets from commercial loans to Government securities 
in the knowledge that their purchases of the latter would not drive up the price 
of them. When the Reserve Board started to relax reserve requirements in 
March, it found itself in the absurd position of drawing out of the economy 
with the left hand of pegged interest rates the money it was trying to pump 
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into it wi 1e right hand of credit relaxation. In other words—and this is 
the essen f the problem—they were not expanding the credit base at all. 

At the end of June the Federal Reserve authorities at last decided to pull 
out t \ carefully worded statement announced that “ with a view 
to increasing t pply of funds in the market to meet the needs of commerce, 
business and agriculture, it will be the policy of the Open Market committee to 
direct purchases, sales and exchanges of Go »vernment securities with primary 

yard to the business and credit situation’. This move was backed up by 
further progressive relaxation of commercial bank reserve requirements. 
Within a few weeks the market rate for one-year certificates had fallen from 
1} per cent. to 1 per cent. and that on the longer Treasury maturities from 
2.45 tO 2 ‘ Der Cent. 

Since this move was almost immediately followed by an upturn in most of 
the recognized — ‘s of economic activity (the index of production, for 
example, touched its low point in July and the volume of commercial loans by 
reporting member banks rose from August 3), there might be a temptation . 
proclaim that an expansionary monetary policy did in fact prove itself ; 

ctive antid to recession once it was given its head. Closer study of the 


istics does not, however, lend support to any such conclusion. Between 
29 and July 27 obligatory member bank reserves fell by just under $800 
ns, actual member bank reserves fell by $500 millions, and the security 
portfolios of the Federal Reserve banks fell by $800 millions. Similarly, 
between July 27 and September 7, obligatory member bank reserves fell by 
$1.5 billions, actual member bank reserves also fell by $1.5 billions and the 
security portfolios of the Federal Reserve banks fell by $1.3 billions. Through- 
out this period th os loans of the weekly re porting member banks 
remained virtually stationary (they fell by about $100 millions in July and 
rose by almost exactly the same amount in Au; gust). It was not until September 
that the real recovery in commercial loans set in. From then until late October 
— the efiects of the coal and steel strikes began to show themselves) the 
weekly rate of increase in reporting bank loans amounted to about $105 
millions ; by end-October they had in fact risen more than $850 millions 
above the low point of $12.8 billions reached on August 3. 

It therefore seems quite obvious that the funds set free by the relaxations 
of reserve requirements in July and August were again chiefly utilized by the 
banks for the purchase of securities from the Reserve system. Why the 
Reserve system allowed these purchases to continue (and even took steps, 
after a few weeks, to peg up the rate on short-term bonds from 1 per cent. to 
I} per cent.) is a moot point. It may be that, once the weapon of cheaper 
money was withdrawn from the scabbard, the Reserve Board found it was a 
weapon that was no longer needed. The fact remains that the increase in 
business activity in the autumn seems to have been stimulated mainly by two 
other factors. First, the growing budget deficit undoubtedly had an infla- 
tionary effect on consumer incomes—budget deficits of $1,488 millions and 
$1,106 millions were recorded in July and August. Secondly, and much more 
important, the inventories of large business concerns, which had been running 
down since November, 1948, seem to have reached rock-bottom by September. 
Although there are naturally no official figures of these, it can be argued that 
the now popular suggestion that the recession in 1949 was largely due to the 
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running down of such inventories ol large conceriis, is b orme out by the fact 
that the total loans granted by non-reporting banks throughout 1949 have 

been consistently above end-1948 levels. At the end of the third quarter a 
the year total loans of the institutions not reporting a were about $500 


millions higher than at the end of 1948, while total loans of the we ets reporting 
anks were $ 1.5 billion less. Since ae of the non-reporting banks are small 
ar . t 

town institutions, whose customers are mostly small local businesses, the con- 


clusion towards which these figures point is that outside the leading cities, 
even during the uneasiest period of this spring and summer, the wolf of depres- 
sion was not after all prowling so frighteningly near the door. 

As 1949 drew to an end, therefore, the Federal Reserve authorities were 
already beginning to look beyond the period of necessary encouragement of 
reflation towards the time when they would again have to tighten their defences 
against undue credit expansion. This change of attitude was plainly evident 
in the written statements submitted by leading Government officials, bankers 
and economists to the important Joint Committee on monetary, credit and 
fiscal policies now sitting in Washington. Although all those in Government 
service still significantly insisted that support for the Government bond market 
in a boom was essential if the confidence of investors was to be maintained, an 
inclination towards tightening all other potential anti-inflationary controls 
was clearly shown in two of the three major og" s made by Mr. Thomas 
McCabe, chairman of the Federal Reserve Board, in his evidence before the 
committee. Since Mr. McCabe has the reputation a saying what he wants 
only when he thinks he might get it, the three points he made probably carry 
with them important implications for the future course of American banking. 
First, Mr. McCabe strong ly opposed any rise in the dollar price of gold, presum- 
ably on the grounds that this would inevitably have an inflationary effect on 
the American economy. Secondly, he asserted again that the powers of the 
reserve system should include control over the legal reserve requirements of 
all commercial banks, on the grounds that non-member banks do not bear 
their fair share of the national responsibility of regulating money and credit 
supply in the interests of economic stability. The third major point made 
by Mr. McCabe did, however, look back towards the problem of stimulation of 
activity in a recession. He suggested that the Federal Reserve Banks should 
be authorized to take over part of the lending activities now undertaken by 
the Government’s Reconstruction Finance Corporation by participating in 
credits (of not more than ten years’ duration) extended by private banks to 
business enterprises, especially to small businesses in time of need. Mr. McCabe 
suggested that the private banks should be asked to put up at least 10 per 
cent. of the amount of any such loan and that they should be permitted to 
take over any portion of the remaining go per cent. at any time during the 
loan’s life. Whether such a step would indeed make the powers of the Federal 
Reserve Board to combat recession more adequate is a moot point. But the 
experience of 1949 certainly serves to show once again that ordinary credit 
reflation is but a weak weapon of income stimulation—a Central Bank can 
pour the heady wine of more and more money into a declining business system 
without being able to make business men drink. The year has demonstrated, 
too, that whether the authorities are attempting a reflation or a deflation, their 
efforts are bound to be impeded—if not actually frustrated—so long as they 
adhere to a policy of rigid stabilisation of gilt-edged interest rates. 
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The Canadian Economy in 1949 
By G. S. Dorrance 
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In fact, the possibility of a small deficit must not be ruled out, 
in t ar’ of 1947 a small surplus was 
The pros] , however, 1s not as grim as it was two years ago. 
reason for the poor showing likely to be made by the trade figures 
is that the United States recessi luring the first half of 1949 reduced 
i Canadian exports below what they would have been if ena-1946 
es had continued to hold in the American market. Sterling area 
nomy programmes had a similar though less important effect. On 
hand, the apparent insulation of the Canadian economy from the 
of the United States rec ion tended to maintain the high level of 
nd which could be most easily satisfied by United States supplies. 
Canadian imports continued to br subject to controls only a little 


ent than those in force in early 1948, these were naturally enough 
nt to prevent imports from the United States from exceeding their 
The British “ dollar-export ”’ drive also led to an increase in Canadian 
n if its efficacy was reduced by devaluation rumours. At this stage 
emely difficult to make comparable estimates with any degree of 


xports to the United States in the first eight months of 
1 4 per cent. in excess of their level for the comparable 
1945. During these eight months of 1948, however, the Canadian 

had enforced restrictions on exports to the United States whereas 
months of the year exports jumped markedly. This jump in the 
shipments was not repeated in the last months of 1949. Moreover, in 

part of Canada’s exports to the United Kingdom were financed 
ill Aid “offshore purchases’’. In 1949 these receipts were at a 
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lower level. During the tripartite discussions in September the United States 

agreed to restore “‘ offshore ’’ facilities, but the fact that the y were so severely 
restricted in the early part of the year meant that Canada had to undertake the 
financing of these shipments by reopening the Canadian credit to Britain. It 
seems likely that the final figures for trade with the sterling area w in show that 
1949 exports were just about at their 1948 level ($1,000 millions) while the 
post-devaluation increase in imports may have brought them somewhat abovs 
their 1948 level ($475 millions). 

All these changes have meant that Canada’s foreign exchange position is 
now much more precarious than it was at the beginning of 1949. A United 
Kingdom observer will find no difficulty in diagnosing the reason for these 
new difficulties. The same basic cause appears to be at work in both ~ 
United Kingdom and Canada—both countries are trying to live beyond tl 
means. They are trying at once to expand consumption and to carry on 
investment at record rates. In fact the Canadian Minister of Trade and 
Commerce recently laid claim to the title of ‘‘ world champion ”’ in this field 

} 





when he said, in a speech at Montreal, that ‘“‘ Canada’s level of capital invest- 
ment in 1949 represents the highest rate of new investment in proportion to 
income in any country for which we have record ’’. “a a year when foreign 
export markets looked to be less favourable than they had been for some 
time, Canada planned to invest $3,200 millions, an increase of $200 millions 
over the previous year and of $800 millions over 1947. In a country which 
is so dependent on foreign trade, and in th absence of more stringent import 
controls, this inevitably meant an increase in imports at a time when exports 
showed signs of weakening. The United Kingdom ca valuation of September 18 





provided Canada with an opportunity to take one step to ease the position by 
her devaluation of September 20. 

Apart from the extreme profitability of the United States mai 
factor which caused the marked improvement of the Canadian foreign exchange 
position during 1948 ner been the forthright action which the Canadian 
Government had taken to cut down unrequited exports. This was done 
primarily by refusing to allow foreign countries to draw on credits which had 
been extended to them. In 1949 the cutting down of E.R.P. “ offshore pur- 
chases’ meant that if Canada was not to see exports to her traditional markets 
drastically reduced, she would have to permit further loans. Of these the most 
important was the credit to Britain. Although the total drawings permitted 
on it in 1949 ($112 millions) may seem small to British eves, it must be 
remembered that, as Canada’s national income is smaller than Britain’s, the 
inflationary pressure resulting from these unrequited « xports was equivalent 
to that which would have been generated by unre quited exports of {80 millions 
in Britain’s cas« 

The Cede Government has attempted to conduct dollar-export and 
sterling-import drives during the last year. The dollar-export programmes 
have largely taken the form of raw material development schemes and collateral 


t 





dollar-saving drives. One of the most important developments has been th 
opening up of a new oilfield in Alberta, which, it is claimed, will make this 
province rival Texas in the production of petroleum, and thus materially 
reduce Canada’s present dependence on Texan supplies. It may be argued 
that such a devel pment is not one that could be planned in advance by a 
Government department. Recently, however, Mr. C. D. Howe, Canada’s 
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dynamic Minister of Trade and Commerce, made it clear that one of the reasons 
why the Government had encouraged the “ booming economy ’”’ (which he 
simultaneously described as “ healthy ’’ and “‘ well balanced "’) was to increase 


the degree of Canadian industrial self-suffici ney. It is an open question how 
far Canadian industry, which is in so many instances a branch- sea t extension 
of United States firms, can become self-sufficient, but a8 Geversinent is 
ittempting to carry such progress as far as possible. 

[he sterling-import drive has been more consciously planned. First of all 


i ‘} 
a semi-ofi ial 2 agency, the Dollar-Sterling Trade Board, was created to assist 


British Dollar Exports Board in its work in the hope that a British selling 


drive would encourage Canadians to buy more goods from the United King- 


dom and fewer from the United States. So far these plans appear to have 
had very limited success. In the eight months ending last August, Canadian 
imports from the United Kingdom were only 13 per cent. above the com- 
parable figure for 1948, and more recent figures indicate that for 1949 as a 
whole the increase will be only a little larger. The other action taken has 
been to defer repayment of the war-time loan to the extent that new British 
capital is i sted in Canada. In this way it is h ped to encourage the establish- 
ment of British branch plants in Canada so that Canadian industry will come 
to rely more on Britain than on the United States for the component supplies 
it ruil 


So much for development in 1949. What now of the prospects for 1950, 
t year in which the eifects of the 9.1 per cent. devaluation of the Canadian 
llar may expected to show themselves ? The prospects for a reduction 
in the Canadian deficit with the United States are not very favourable. Already 
Canadi mports of inessential consumer goods from the States are heavily 
restricted and the level of imports of essential goods — as coal, petroleum 
and semi-manutfactured iron products) is like ly to be determined by demands 


rising out of the Canadian investment programme ‘end the high level of 
national income rather than by any relative price changes. There is unlikely, 
too, to be any significant increase in Canadian exports to the United States, 
although there may be some increase in tourist earnings, some expansion in 
American u tment in Canada and some increase in the proportion of undis- 


tributed profits which American parent companies decide to hold in Canada 
[he prospects for trade with the sterling area in 1950 depend largely on the 


dollar expenditure which the sterling area is willing to incur. At the moment 
the Unit Kingdom policy seems to be that there must be no drain on the 


lollar reserves for purchases from Canada in 1950. It is expected, therefore, 
that Can n | exports to the sterling area will probably decline from their 


lan 


in 1950. O th ese imports as much as $325 millions may be financed out of 
E.R.P. funds ~ — will be $110 millions of the Canadian credit still to 


be draw Thi ans that the sterling area will have to finance only about 


el of about $1,000 millions per year—perhaps to about $950 millions 
f 
A 


n. al 

$515 millions of f the se purchases out of its own resources. [f Britain is ready 
to seize a substantial papete of the market whicl n impr ort restrictions now 
prevent American inessential goods from entering, if Canadian stock-piling 
purchases increase as prom ised, and if Canadian tourist expenditure in Bermuda 
and the Bahamas (which are now more competitive with Florida) increases, 
there seems to be no reason why the sterling area’s earnings in Canada should 
not exceed $600 millions in 1950. It is on the basis of arithmetic of this sort 
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that it is argued that Britain should obtain something like $50 millions in 
free dollars from her trade with Canada in 1950. Unfortunately, however, 
it is unlikely that E.R.P. assistance will continue at the present level 
after 1950, and the long-term problem for the sterling area of bringing its 
accounts more into balance with Canada is likely to persist. The best 
hope for arriving at a solution of this long-term problem lies in Britain’s 
capturing from the United States not merely the Canadian market in semi- 
luxury consumer goods but also that in the wide range of engineering products 
where post-devaluation British prices are now competitive with those of the 
United States. Unfortunately, however, laggardly British delivery dates 
since 1945 have been almost as big a deterrent to Canadian imports of these 
as British prices have been. Some improvement in British ability to “ deliver 
the goods ”’ will be necessary if the unhappy story of progressive retrenchment 
m imports of Canadian meat, bacon, cheese, eggs, apples, tinned salmon— 
and, perhaps, this time, even of wheat—is not to be told again with renewed 
force when Marshall Aid runs out. 

Finally, something must be said about the longer-term prospect for the 
Canadian economy itself. It is obvious, under present conditions, that Canada 
is not going to have a large favourable balance of trade on current account in 
the near future. On the ion hand, she is going to have considerable foreign 
capital commitments as a result of her war-time and post-war borrowing. 
Her “ dollar problem ”’ also seems likely to persist. The first hope for her lies 
in further development of the country. The development of oilfields in Alberta, 
already mentioned, is perhaps the most colourful of these. The dramatic 
draining of Steep Rock Lake at the end of the war and the development of 
iron ore extraction from what was previously the lake-bed have enabled Canada 
to export ore to the United States at a level equal to about 50 per cent. of her 
imports or 40 per cent. of her domestic consumption. Later developments 
in Ungava have proved the existence of at least 300 million tons of ore which 
is now being developed. It looks highly probable that Canada will soon be 
a net exporter of what is still one of her staple imports. Other developments 
-significant, though perha Ips not so economically important—centre in the 
continued production of uranium, and the discovery of the world’s largest known 
deposit of titanium in Northern Quebec. The one aspect of these develop- 
ments which is rarely mentioned is that while they are most fortunate for the 
Canadian economy they indicate an end to one hope that was very prevalent 
in war-time Ottawa. Canada seems destined to remain primarily a Taw 
material supplying country. It will be many years, if the day ever comes, 
before Canadian exports of manufactures climb once again above the level of 
50 per cent. of total exports as they did in 1944. The 1948 level of 25 per cent. 
seems to be a more probable norm. 

In the short term, however, the tendency now seems to be for Canada to 
move into very much the same sort of position vis-d-vis the rest of the world as 
that occupied | by the harder currency countries of Western Europe. In other 
words, her active balance of payments with non-dollar countries is likely to 
be just about ‘sufficie nt to balance her large deficit on current and capital 
account with the United States. Like so many other countries, therefore, she 
is left somewhat he Iplessly looking forward to the world of the 1950s, conscious 
that her prosperity will largely depe nd on whether some solution can be found 
to the problem of the large United States surplus with the rest of the world. 
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After the Australasian Elections 


HE almost simultaneous defeat of the Labour Governments in Australia 
and New Zealand clearly has implications of high significance in the 
sphe res of econ 1omiCc poli cy and finance. In judging tne prospect, how- 

ever, certain obvious resemblances between conditions in the two Dominions 

should not be tema to disguise the fact that the problems facing the two 
new Governments differ widely from one another in nature and degree. The 

Liberal-Country Party Government in Australia inherits an economy in which 

the main apparatus of price and wage control has already been abandoned and 


in which inflation—spurred on by the unexpected devaluation of the Australian 


pound last September—is breeding grave new problems and ma King the current 
ge verity very vulnerable ; the new Nationalist Government in New Zealand 

1 the other hand, inherits an economy in which the ramparts of anti-inflation 
controls ha \ fully breached. Similarly, the Australian economy 





ly been split wide open by the tortuous attempts of the Labour 
he teeth 
he New 


has recenth 
Party to force through its ambitious nationalization programme in 
of a writt Constitution which upholds the old Liberal ideal 
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Zealand economy has been subject for fourteen years to a policy of nationaliza- 
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tion push forward moderately and by degrees. 
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On the morrow of the elections, therefore, the dominant attitude in financial 
circles in Australia is one of relief that an unhappy period of economic warfare 
against industrial and commercial interests is over ; the dominant attitude in 
New Zealand is one of speculation on whether, and how far, Mr. Holland can 
loosen up the fetters of State control. The present article will be devoted toa 





background studv of the reasons for these attitudes, including, in the case of 


New Zealand, a special study of the speculation aroused by Mr. Holland’s 
recent promise ‘to remove the Reserve Bank from Government control’ 
A subsequent article discusses more fully the problem of the vulnerability of 
Australia’s economy, with special reference to the case now being argued in 
that Dominion for and against rescinding last September's decision to devalue 
the Australian pound. 


Tur RECORD OF AUSTRALIAN LABOUR 
For the past four years the Australian Labour Government has kicked 
against the pricks of a rigid, written Constitution—and too often has resorted 
to extreme measures when it has been hurt thereby. The most striking manr- 
festation of this tendency was, of course, the attempt to nationalize the com- 


mercial banks—an attempt which really originated in a fit of bad temper after 
one comparatively unimportant section of the 1945 Banking Act had been 
declared unconstitutional by the High Court. The “ battle of the banks ”’ has 
been discussed and explained so fully in five separate articles in THE BANKER® 
that it is not proposed to go “ir the whole sorry story again here. It 1s 
important to realize, however, that the same sort of battle has been fought out 
in at least four other fields—those of airline and shipping nationalization, of 
petrol rationing and price control. 

The attempt to nationalize the airlines, like the attempt to nationalize the 
commercial banks, was declared unconstitutional by the courts, and the Labour 
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* See THE BANKER, Nov. 1947, Jan 1948, Sept. 1948, ‘Sept. 1049, “and Dec 1949. 
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Government thereupon resorted to unbridled State competition with private 
operators (as it threatened to do with the banks). This competition was 
backed up by the imposition of excessively stringent re Sulations which bore 


harshly upon the smaller airline companies and by a rather deliberate-looking 
bureaucratization of the ere licensing provisions with — the private 


companies had to comply. The same sort of bludgeon of State “‘ competition ”’ 
was brought out and laid on the table—though not actually Breer, into use 
—for the projected battering down of the private shipping lines. The plan 


here was apparently that the smaller lines should be hamstrung by new regula- 
tions as to the number of engineers and skilled technicians obligatory for each 
crew ; that the larger lines operating with old ships should be slowly throttled 
by a withdrawal of seagoing licences for ships more than 18 years old ; and 
that the larger lines wishing to purchase new ships should be refused permission 
to buy vessels from foreign (including British) yards. Since Australian yards 
were, for t most part, unsuited for building larger vessels and were 
generally fully employed on priority Government contracts, this last was a 
provision so cynic al that it must have left a bad taste even in some Socialist 
mouths. State competition with private enterprise is a poor recipe for efficiency 
when the State is actuated largely by a sense of frustration at its inability to 
nationalize 

Public reaction against the Labour Government’s attempts to destroy the 
private banks, airlines and shipping er unies would probably have been 
strong enough in itself to turn out Mr. Chifley’s Government even if additional 
resentment had not been aroused ‘the Government’s handling of pe trol 
rationing and price control. In the immediate post-war years petrol rationing 
in Australia was frankly a farce. In consequence, when the Government 
started a sudden campaign to tighten up the regulations, many of the distribu- 
tors found themselves in the position of having to account for a great deal of 
petrol against which they had not collected coupons. This was one of the 
main reasons for their appeal to the courts for judgment that petrol rationing 
in Australia was unconstitutional once the war-time defence regulations had 
lapsed. Probably to their surprise—and certainly to the Government’s chagrin 
—this appeal was successful. Some of Mr. Chifley’s opponents—particularly 
Mr. Fadden—have always claimed that the Prime Minister’s reaction to this 
crisis was unworthy of him. Several rather unnecessary steps—including the 
rescinding of certain overseas contracts for petrol supply and an extravagant 
increase in the Government’s pre-emption—seem to have been taken to prevent 
supplies from reaching the hands of the distributors. The result was a petrol 
famine which obliged even the non-Socialist States to apply for supplementary 
legislation restoring petrol rationing (and thus to remove the legal difficulty 
that federal rationing was unconstitutional if contrary to the wishes of the 
States). Whether the supplies of petrol which Australia can afford are sufficient 
to allow unrationed distribution in any event is a moot point. Mr. Fadden 
who favours de-rationing, has always claimed that they are ; many responsible 
non-Socialist economists, however, disagree with him. 

The Labour Government’s handling of the issue of price control had even 
more unfortunate effects on the Australian economy. When, following the 
lapse of the Federal Government’s war-time powers, the referendum on this 
subject was held in 1948, many Australians believed that such control should 
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be temporarily extended. The reasons for this belief will be apparent from 
an analysis of the debilitation which inflation has wrought in the fabric of the 
Australian economy—such an analysis is given in the subsequent article in 


this issue. Despite this belief, however, the majority of Australians were 


unwilling to give any Government a blank cheque for the continuation of 
price control which could run for all time—and this is what the terms of the 
referendum in effect asked them to do. The verdict of the people therefor 
vent against Federal price control and Mr. Chifley was called upon to hand 
he operation of the system over to the States. Before he did so, however 
he ren d the | ral subsidi vhich made the control system work, pre- 
sumably on the thesis that if the people did not like price control, they could 
lump t ( ces ¢ s removal. This action, like so many other of the 
Lab ment’s a in office, might be called a pretty piece of 
pol 1 | ade it could not be called economic statesmanship o od 
elect ig Tact 

This brief analysis of the Labour Government’s record during its last four 
years of office may serve to show up some of the impx ortant consequences of 
Mr. Menzies’ victory. The first consequence is simply that the attentions of 
those responsible for financial administration Austr. ulia need no ~ ser be 
riveted on a series of expensive side-issues. "The hreat of nationalization 
and/or strangulation which hung over the banks, sian, shipping companies 
and other potential victims has presumably been removed.* As for the more 


oe a 
positive cons 
precautionary legislation requiring any Government to resort to a referendum 
be fore Se in nationalization measures (in view of the remaining Labour 
majority in the Upper House such a possibility may, however, be remote). It is 
also possible th at petrol rationing will be abolished and a start made in pruning 
iflated Civil Service (although, even if this is done, it is difficult 
eliefs in taxation 1f he 


equences, it is possible that the new Government will introduce 


the abnormally ir 
to see how Mr. Menzies will carry through substantial r 
is to pay for his promised policy of social security—including the extension of 


child endowment). It is still doubtful, however, how the new Government 
intends to meet the main problem which will face it—the problem of the battle 
against inflation. Presumably a Liberal Government cannot pick up the 


weapon of price control which a Labour Government (albeit in a fit of bad 
temper) has thrown down. P a too, Mr. Fadden’s Country Party will 
be more unwilling even than the Labour Party to see an appreciation of the 
Australian pound and the deflation of eae incomes which this would invoiv 
Outside observers will watch with great interest to see whether the new Govern- 
ment will be willing to slow down the present—and projected—uneconomic 
rate : investment in Anstralian secondary industry to which reference is 
made in the following article. The moment when a new Liberal Government 
is entering into office in Australia is the moment when the tiresome sermon of 
retrenchment should be preached by all economic observers again. The more 
any impartial analyst studies the structure of the Australian economy, the 
more he must be convinced th at, imposing though the edifice of present pros- 
perity appears, its foundations are unsubstantial and insecure. This unhappy 
diagnosis is examined in the article which begins on page 26. 








* The removal of this threat may clear the way for several important commercial develop- 
ments held up in the last few years, including the proposed fusion of the Union Bank of At ustrali 


with the Bank of Australasia 
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CURB ON NEW ZEALAND’S BUREAUCRACY ? 
The New Zealand Labour Government, which came into power in 1935 
had run ahead of its time by establishing, even before the war, full employment 


and the welfare state—a 1d the balance of payments difficulties which thus far 
seem to be inseparable from them. The exchange crisis which came to a head 
in 1938—when the Dominion’s sterling reserves fell to under £7 millions—made 
elabor: exchange control regulations necessary at a time when these were 
still con ively rare « de the totalitarian states. These reeulations w 
exten tu inning of the war ind thereaf r e accom] 
ig li programmes. By dint of such « 
rise€ t | Sin r Zi a} \ 1 XC i id ) 
lown t hat in the i ( 
40 tes o { l to 20 
T T | Wa ( iT | LOX 
disit y l yf ition and 
f t \ li \ 1 i nA 

A ‘ Z 1 i¢ iT | D 1) l Mi 
exchal tl Australia during these last few vears (largely becau 
of the coarser type of wool exported by New Zealand has not risen so rapidly 
as Australian wool prices have done), her economy is now almost certainly in 
a better state to absorb any shocks which a recession of export incomes might 
— with i New Zealand has, however, paid a heavy price for this more 
stabl Jo sition. Her people have been subjected to an irksome limitation of 
personal freedom and enterprise, to a tax burden equivalent to more than 
one-third of the national income, and to a diversion of no less than one-quarter 


of the country’s available productive manpower into the Civil Service. There 
is little doubt that the electorate which has voted Mr. Holland into office 
looks to him to give some relief from these burdens, provided the relief can be 
afforded without an adverse effect on the cost cf living. It is, however, by no 
means certain how far Mr. Holland can go towards meeting this call upon 
him; the fact that his followers campa ugned on the issue that the New Zealand 
economy was unduly inflated (an issue which, by Commonwealth standards at 
least, simply does not accord with the facts), suggests that he will be inclined 
to steer closer to the Sevlla of austerity (on which the Labour Government was 
wrecked) than to the Charybdis of inflation which he has a specific mandate 
to avoid. 

In general, the issue of nationalization—and therefore also of de-nationaliza- 
tion—in New Zealand is not as serious as it is in other countries which have 
been subject to a long period of Socialist rule. The usual procedure of the 
Labour Government in New Zealand has been to buy up the majority of the 
shares of particular monopolistic concerns in some industries and to carry out 
tolerably fair competition with uncontrolled competitors in others. Presumably 
it will be Mr. Holland’s policy to continue competition of this sort though 
perhaps to loosen, at the same time, any fetters which still bind the private 
enterprises concerned. The two chief instances of complete nationalization— 
as distinct from State influence or majority ownership—in New Zealand are 
coal-mining and the Reserve Bank. Coal-mining is a comparatively un- 
important industry in New Zealand and no statement seems to have been made 
yet about the Government’s intentions towards it. The Reserve Bank, how- 
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ver, is much more in the news ; according to a recent report in the London 








Press, the incoming Prime Minister has promised to remove this Bank from 
Governn yntrol. This report has given rise to some speculation in London 
banking circles about how Mr. Helland would propose to achieve this decontrol 
und why he should aed it as desirable. This question merits examination 
in some detail—not only because of its special interest to readers of THE 


BANKER, but also because the Government’s attitude in this sphere may 
provide a signpost to its intentions in other fields. 


THE PROBLEM OF THE RESERVE BANK 
In its original constitution, under the 1933 Act as amended by the Finance 
Act, 1934, the Reserve Bank of New Zealand had a capital of £500,000 made 
up of 100,000 publicly subscribed shares of £5 bearing a cumulative dividend 
vf 5 per cent. The directorate was to have been appointed partly by the 
Government and partly by the shareholders ; the Governor, deputy Governor 
| three “ State” directors were to be Government appointees and of the 


ind rire 


four shareholders’ directors, two were to represen it primary producer interests 
ind ti imercial or industrial interests. Certain qualific: itions were laid 
dow it banking experience (especially for the Governor and deputy 
rovernor, Whose seven-year appointments were for full-time duties) and inde- 
endence from other banking and financial interests. The Secretary to the 
lreasury an ex-officio member of the Board, but at the time he possessed 


10 vote at Board meet tings. Appointments of State directors and shareholders 

lirectors W to have been for five years, but shareholders were never able to 

ivail themselves of the serigs 9 of appointment of their own selectees, as the 

made by the Government and, following the change of 
it it the system of control was « ‘completely altered. 

Presumably, it is to this point that Mr. Holland’s promise about reforming 
the Reserve Bank refers. The original constitution of the Bank as devised by 
the National Government largely followed the recommendations made by 
Sir Otto Niemeyer (in a report issued three years earlier), and thus provided 
for some degree of immunity from Government interference. This view of 
the independent réle of central banking has subsequently become submerged 
in most countries by the “ new” economics and by the view that monetary 
and fiscal policies must both be conceived as integral parts of economic policy 
is a whole. In any case, the Labour Government, elected in New Zealand 
duriug 1935, was prompt to show its contempt for the principle of central 
banking independence. In an amending Act of 1936 it abolished the share- 
holders by repaying their capital and making the appointment of directors a 
subject for decision by the Government. 

If all Mr. Holland at present envisages is a restoration of shareholders and 
shareholders’ representation on the Board, his “ reform ’”’ of the Bank will be 
little more than a formality. This will not be the case, however, if he contem- 
plates some modification of the Bank’s powers. These powers were expressed in 
fairly general terms in the original Bank Act as amended by the Finance Act 
(No. 2) of 1934. It is characteristic of the freedom of action then conferred 
upon the Government that provisions relating to the Bank could be operated 
either by amendment to the Reserve Bank Act itself or through regulations 
under the Finance Acts from year to year. By subsequent amendments and 
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additions the Bank’s powers have since been more precisely defined and 
extended in scope. In their present form they provide the Bank with the 
usual authority over note issue, gold and silver dealings and the buying and 
selling of securities and foreign cur rrencies together with rights to act as Govern- 
ment banker and to issue and manage Government loans. As in Australia, it 
is the Bank’s function to organize the clearing system. There are several ways 
however in which the powers of the Reserve Bank seem to fall short of those 
possessed by the Commonwealth Bank. It does not establish rates of interest 
for fixed deposits and advances, it does not marshal all oversea funds by regular 
settlement and it does not lay down advances policy. 

It should not be inferred from these omissions, however, that the Govern- 
ment lacks adequate powers to exercise full control over credit policy and the 
volume of credit. By regulations issued under successive Finance Acts, powers 
have been granted to the Government to guide credit policy directly by decree 
and supervision of this credit policy has been exercised through the machinery 
of the Reserve Bank. This apparent looseness has been possible, first, because 
of the compact nature of the economy and, secondly, because of the high 
degree of co-operation always given by the six trading banks whose New 
Zealand headquarters are all situated close together in Wellington. Further- 
more, New Zealand has no fixed Constitution, so that the Government need 
never be inhibited by possible signs of resistance to financial measures. If, 
for example, the Government, usually after consultation by the Governor of 
the Reserve Bank with the trading banks, determines an interest rate, this is 
carefully adhered to by all banks. No disciplin. ary measure by the Reserve 
Bank, whether by penalty (as is provided for in Aus tralia) or by retaliatory 
action (which, although this is competent within the Bank’s constitution, would 
in any case be relatively ineffective in such a small community) has ever been 
necessary. 

It is, of course, probable that Mr. Holland feels that there should be some 
check to government by regulation, which has risen to new heights since the 
war. There are, however, two reasons why | he is unlikely to allow. this principle 
to persuade him to reduce the Government s power to regulate credit policy 
by decree. First, except to the extent that the powers of the. Minister of Finance 
may be limited by making major matters subject to proper parliamentary 
discussion (this, of course, is a question of importance for many countries 
beside New Zealand) Treasury control over the central bank is inevitable in a 
modern economy. Secondly, Mr. Holland is unlikely to receive much support 
from the commercial banks in any steps he might take against the present 
system of credit control. There has been a pleasant harmony in financial matters 
for many years in New Zealand and unless this changes during the next parlia- 
mentary term, which in view of the nature of the recent election result does 
not seem likely, it is difficult to envisage any pressure by banks or others for a 
revision of central bank administration, particularly when so many other 

matters of more urgent import are likely to arise. The banks see clearly that 
the present powers given to the Reserve Bank as such are inadequate to 
control the credit structure of New Zealand’s economy. If the requisite powers 
are to be withdrawn from the Minister of Finance, then they will need to be 
specifically granted to the Reserve Bank. The banks fear, moreover, that 
whatever the Bank’s constitution might be, any loss of flexibility might 
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involve a risk of greater rather than less control. To appoint a Board of an 





objective and detached character is a worthy aim, but much, if not all, of the 
advantage may be lost if this has to be achieved by the imposition of greater 
igidity in the I cso itive functions 
Since it is not likely that any Government would cut itself off from a readily 
accessible 1 market by setting up a iperior independent financial 
authoi . it seems likely tl when the time arrives for Mr. Holland to make 
good his undertaking he may well f hat he will have kept faith if he restores 
ab i sinal 1 1934 by 5 own part 
t jority « m pO es, such acti k 
pe t ym \ ment co 
b ‘ i t i \ i in 
= 
i 7 clolt 1 193 las 
dice Cc ib ( i 1 hav 
s] ( c » Thi 1eS it ly 
t] A e\ t ta vert the usual 
cal | al ikely to be L issue Uj mn wi 1early a iis taken. In 
ict it is evi ready that the new Government will have to devote a great 
deal of time and energy to pressing problems of housing, prices, oversea markets 
and industrial incentives, to say nothing of the closed Unions and the slow 
turn-round of shipping. 
. 9 7 
Australia’s Vulnerable Economy 
‘HE stresses to which Australia’s economy is subject received striking 
recognition in last September’s decision to allow the Australian pound to 
fall to the same extent as sterling, despite the high level of the Dominion’s 


sterling reserves. The decision was largely prompted by uneasiness about the 


¢ 


vulnerability of Australia’s economy—a vulnerability which has been giving 


l 


soaring prices of primary exports which have had the effect of generating a 
strong inflationary movement throughout the economy. Some indication of 
these unprecedented rises is given by the export price indices summarized in 
Table I. It will be seen from these that the Australian economy, already 
unable to meet rapidly increasing demands for both consumer and capital 
goods, found itself at the end of the war suddenly subjected to inflationary 
pressure arising from the great expansion in export income. This increase in 
income was due purely to price changes, for the volume of exports of basic 
primary products has not increased since 1939. Production, indeed, has been 
adversely affected by shortages of labour and raw materials, while increased 
prosperity and a growing population have caused an expansion of domestic 
consumption, which has necessarily reduced the quantities available for export. 

This inflationary pressure continued without abatement until the beginning 
of 1949, when there were definite signs that prices of three of the chief primary 
exports, wool, wheat and metals, had reached their high points and were 


much concern to responsible Australian economists, bankers and _ politicians 

for some time, especially in the four and a half years since the war ended. 

The boom conditions enjoyed since then have been directly caused by the 
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likely to turn downward. There were three reasons why Australia was pecu- 
liarly ill-suited to meet a recession of this sort. First, internal prices and 
incomes had risen so high in the boom that they, together with such boom- 
time extravagances as the 40-hour week, would be hard to bring down or 
dismantle when a fall in export income set in. Secondly, Australia’s balance of 


payment s—-particularly with the United States—was more precarious than the 
level of her reserves suggested. It was an uncomfortable thought that a 
recession, and any public works policy designed to counteract it, would be 
bound to make the existing dollar problem worse. Thirdly, Australia’s high 
cost secondary industries were the children of boom-time and many of them 
seemed unlikely to survive any significant reduction in internal demand. 
These three reasons for fearing even a mild recession—combined with the fact 
that this was election year—made the Government unwilling to run the risk 


ing to depreciate in terms 0 le Australian pound. it prelerred, 
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bv deciding to follow sterling, to give a shot in the arm to export income. The 


upturn in prices since then shows how well the shot has worked. Although full 
figures comparable with those in Table I are not yet available, it is known 
c M- - E ° + } . 1 } + 
that the price of merino wool rose by IQ per . between end-May and end- 
i LE I 
AUSTRALIAN EXPORT PRICE INDEX 
(Average of 3 years ended June, 1939 1,000) 
ve W heat Hutter fetals Meats All* 
1938-39 793 656 [,O11 842 956 819 
1941-42 1,013 1,045 1,095 1,005 1,692 1,047 
1945-46 1,165 2,130 1,474 1,950 1,234 1,477 
1940-47 1,690 3,040 1,734 3,070 1,393 2,000 
1947-48 2,901 4,192 1,935 3,723 1,464 2,968 
February, 1940 4,11! 4,215 2,330 5,513 5; 757 3,776 
May, 1949 3,356 4,215 2,330 4,524 1,757 3,340 
* my 


1 e ~7 
Excluding gold. 


(Source : Commonwealth Bureau of Census and Statistics.) 


November and that even by the end of September the overall. export price 
index was 2 per cent. above that of midsummer. 

To assess the probable future course of the Australian economy it 
is desirable, therefore, first, to examine the strength of each of these three 
sources of vulnerability, and, secondly, to discuss what steps can be taken 
to damp down any worsening of them during the period of further inflation 
which devaluation has brought with it. It is only in the last two years or so 
that the rise in prices and wages has given rise to serious concern, for both 
were kept extraordinarily well in check until the middle of 1947. In fact, 
by ending the war with its retail price level (as measured by the Common- 
wealth Statistician’s cost of living figures) only 23.4 per cent. above that of 
1939, Australia probably achieved a measure of inflation-control not surpassed 
by any other country. 

But, after the cessation of hostilities, there was a general tendency for 
price control to be relaxed and wage pegging to be abandoned even before the 
Commonwealth Government, following the 1948 referendum, withdrew from 
the field of price control in favour of the separate States and discontinued most 
commodity subsidies. The result of this relaxation has been an upward swing 
of the cost of living index. Taking the pre-war average as 100, this had risen 
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to only 129 by mid-1947 ; it rose, however, by another I1 points in the year 
to mid-1948 and by a further 13 points (to 153) in the year to June, 1949. 
[hese price rises were soon reflected in higher labour costs, as fluctuations of 


the basic wage in Australia are determined by fluctuations in the official cost 
of living index. Since wage pegging was abandoned at the beginning of 1947, 
with a new basic wage of £5 6s. od. a week, instead of £4 19s. od., there have 


been successive upward adjustments, bringing the August level of the basic 
wage to {6 7s. od. a week (the present weighted average for six capital cities). 
It is generally estimated that each increase of Is. in the basic wage adds about 
£5 millions to the nation’s wage bill. A rise of 21s. a week over two and a 
half years means, therefore, that, in that period, the nation’s wage bill has 
risen by approximately {£100 millions through cost of living adjustments 
lone. Table Il summarises the percentage increases in prices, wages and 
spending power in successive periods since 1939 with particular reference to 
those which have occurred since the war. It will be apparent that in the year 
to June, 1949, the rate of increase in internal prices and incomes was running 
ahead of the rate of increase of export prices—and thus would sooner or later 
be brought to an end. 


ase Il 
PERCENTAGE INCREASE IN PRICES, WAGES AND MONEY VOLUMETt 
1945-47 1947-48 1943-49 1939-49 
/ % % 
Retail Prices 4 9 a8 53 
Wholesale Pric } [3 It 86 
Wages 10 23 9 85 
Export Prices , 68 48 3 283 
Volume of Money® .. ¥3 6 10 IgI 
* Cash and bank deposits held by the public. 
+ Percentage increase on June 30 of second year over June 30 of first year stated 


(Source: Publications of Commonwealth Statistician and Commonwealth Bank.) 


Consider now Australia’s balance of payments problem. The Dominion’s 
buoyant export seasons have enabled her to build up her London funds to 
just over {A 450 millions, a figure which, measured against an average level 
of £A 34 millions for 1939, seems quite fantastically high. Mr. Chifley, however, 
always pointed out, when asked how the Government could justify the main- 
tenance of the exchange rate against sterling in view of the high level of inter- 
national reserves, that import prices had risen by more than 200 per cent. 
since 1939. Once Britain was able to meet the backlog of unfulfilled demands, 
the reserves would not go as far as would at first sight appear. More important 
still, Australia regards her sterling reserves as a buttress against the time 
when her export income may be greatly reduced below its present high level 
—as a fund which might enable the country to ensure a volume of imports 
sufficient to maintain a fair standard of living should there be a collapse of 
vorld prices. 

[t will be recalled that the collapse of twenty years ago crippled Australia’s 
capacity to import. Before 1930, the Commonwealth had been borrowing 
heavily in London to finance a heavy import programme, but when the source 
of these loan funds dried up, Australia was unable to call on any reserves to 
enable imports to continue. The result was a drastic raising of tariffs by the 
Scullin Government, followed by reduction of imports, and a campaign for 
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deflation and wage slashing. Since that time there has been a widespread 
determination that such conditions should not be permitted to recur. After 
the setback of last spring, Mr. Chifley’s Government drew up a {600 million 
counter-cyclical investment programme. 

Unfortunately, however, such counter-cyclical measures would make 
Australia’s main balance of payments problem—that of the dollar deficit—still 
worse. Even before the war, Australia consistently incurred an adverse 
balance of trade with the dollar area. The deficit was met, as it is to-day, by 
recourse to the sterling area dollar pool. In 1946-47, Australian trade with 
Canada and the United States showed the relatively small! “ visible ’’ deficit 
of {3.2 millions ; but after taking into account invisible items such as freight, 
fim hire, Government interest, dividends, etc., the Commonwealth had in 
that year to draw on the dollar pool to the extent of $54 millions. In 1947-48, 
this deficit increased to $164 millions. For the year ended June 30 last, it 
apparently amounted to about $70 millions, a reduction which reflects the 
severe Cuts in dollar imports made in 1948 and thus demonstrates how intract- 
able the deficit has become. So intractable is it, indeed, that Mr. Chifley soon 
decided that Australia could not carry out in 1949-50 the full 25 per cent. 
cut in dollar imports agreed on at the London conference, because of commit- 
ments already involved in outstanding licences. Australia’s resort to the 
International Monetary Fund was advertised as an alternative to this cut. 

Those cuts which could have been made in dollar imports would not have 
affected Australia’s food supplies, but they would have had a heavy impact upon 
Australian secondary industry, after its very rapid expansion during the last 
three or four vears. Apart from basic items such as oil, tobacco, newsprint, 
films and motor chassis, Australia’s imports from the dollar area are mostly 
capital goods and raw materials for industry unobtainable from other sources. 
Any further reduction in imports from the United States and Canada will 
therefore force Australia to become more self-sufficient industrially, and thus 
will tend to build up still further an uneconomic, high-cost industrial structure 
more or less immune from the competition of more efficient producers overseas. 

Here, in essence, is one of the most vital problems which Australia will have 
to face in the coming years. Many industries have been established and 
expanded in the Commonwealth in the exceptional conditions of war, at a time 
when production and not price was the vital consideration. Such industries will 
undoubtedly be embarrassed by the decline in the national income which 
would follow a fall in export prices. 

The building up of a high and uneconomic cost structure in Australia is 
one of the most disquieting features of the post-war economy. Although no 
precise production indices are available, there is no doubt that industrial 
output has been dragging its feet more than it is in Canada, the United States, 
and possibly Britain. Before the devaluation, exporters were finding it increasing- 
ly difficult to sell their goods because of inability to meet competition and Austra- 
lian wool textile manufactures failed to gain a foothold in the highly competitive 
American market. Yet, in view of her great industrial development in the last 
ten years, Australia must export secondary as well as primary goods if she is 
to maintain and perhaps expand her living standards. 

These three pressing problems—those of inflated internal prices and costs 
of the dollar deficit and of uneconomic secondary industry—explain adequately 








30 THE BANKER 


the nature of the threat which Australia sought to avert by her devaluation. 
The hope is, presumably, that during this breathing space an improvement in 
the world dollar situation and in the efficiency of local secondary industry will 
make eventual recession—when it comes—more easy to bear. Against these 
tenuous possibilities, however, stands the stark fact that another bout of 
inflation following on devaluation will drive internal prices and incomes still 
higher unless the task of disinflation is taken seriously in hand. So far Australia 
has brought two weapons to bear on the problem of inflation. In the first 
place she has relied on the weapon of fiscal policy. Ever since the war she has 
enjoyed a period of great budgetary buoyancy, with actual revenue consistently 
exceeding estimates made. In Australia, because of the mode of presentation 
of public accounts, it is impossible to determine precisely the extent to which 
the Government has been deliberately budgeting for a surplus, but the reduc- 
tion of the short-term debt through the redemption of Treasury bills suggests 
that surpluses of £70 millions were achieved in 1946-47 and 1947-48, and of 
about {85 millions in 1948-49. These are not inconsiderable figures in budgets 
of less than £500 millions, and have undoubtedly played some part in mopping 
up excess demand. Even the pre-election budget of 1949-50, although nominally 
envisaging a deficit of £35 millions (a fact which led to much misunderstanding 
abroad), was actually designed to mop up demand by a real surplus of not 
much smaller proportions than those listed above. 

Secondly, more directly and more deliberately, the Commonwealth Govern- 
ment has tried to prevent the inflationary boom from getting out of hand by 
regulating the advances policy of the banking system. The Commonwealth 
Bank not only has the power to fix interest rates and to immobilize in special 
accounts trading bank deposits in excess of the pre-war level ; it also lays down 
specifically the terms on which bank advances may be granted and compels 
the trading banks to refer their applications to it for decision in case of doubt. 
These powers were strengthened last May by the issue of a new set of directives 
to the trading banks. These directives laid down, first, that companies seeking 
funds for development should show that their capital and other non-banking 
funds were adequate before applications for loans on overdraft were considered ; 


i 
} 1 


} c 
and, secondly, that outside borrowing powers on assets such as freeholds 


should be exhausted before additional banking accommodation was sought. 
Chis order did not provoke opposition from the trading banks, who are them- 
selves generall 


v in accord with the policy of credit tightening directed by the 
Central Bank. The rise in commodity prices has left many companies short of 
} 


capital resources, but the banks consider that capital requirements of this 


nature—and certainly those for long-term purposes—should be obtained by 
approach to the investment market by way of new issues or by long-term 
mortgage or other loan. A still firmer hand will certainly have to be laid on 


all forms of investment in 1950, if the devaluation ‘‘ shot in the arm ”’ is not to 
make the Australian economy rue in the long run the reinvigoration which it 
has received in the short. It is partly because physical limitation of investment 
may be contrary to Liberal policy —and partly because a Government at the 

be more concerned with long-term problems 
than a Government on the eve of dissolution—that rumours are now afoot 


that the problem of inflation may be tackled by an upward revision of the 
exchange rate 


beginning of its term is likely to 
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The Prospect for Germany’s Pre-War 
Creditors 
By A Special Correspondent 


HE Distribution of German Enemy Property Act has now passed into 
law (without any amendment of the unsatisfactory features to which 
attention was drawn in an editorial note in last month’s issue of THE 
BANKER) ; the creditors of the oid Reich in this country are thereby faced 
with the prospect of receiving some 2s. 6d. in the £ on the £100 to £120 millions 
of claims which are expected to be submitted. As the Lord Chancellor made 
lear in the debate on the Bill in the House of Lords, however, any payments 
sanivel ~“ British creditors of Germany under this Act will have no effect 
in law on their claims against their debtors. Much interest is therefore centred 
in the negotiations which have been dragging on for over a year in Frankfurt, 
London, Paris and Washington on the possibility of securing direct payments 
from Germany against her det bts and on the possible unfreezing of assets 
held in Germany by foreign industrial and commercial concerns. At the 
moment, foreigners with interests in Germany are — in uncomfortable 
limbo by the provisions of Occupation Law 52 of 1945 (which blocks all assets 
of the Reich, the states, certain public compnisiiiente. ‘the Nazi Party and other 
prohibited organizations) and by those of the even more restrictive Occupation 
Law 53 ( hich prohibits transactions ‘ between any person whose residence 
is normally inside Germany and any person whose residence is normally 
yutside Germany ’’). Under these two laws it is impossible for a foreign creditor 
sven to receive payment in German currency from a German debtor who is 
willing to make such payment t him. Any question of providing foreign 
xchange for debt servicing is, of course, completely taboo. 
At the moment it is int serge sei “i gauge the progress made in negotiations 









1 
1c } 
ations. The suggestion has been mooted, 





to break dow! 

however, that any might be associated with some scheme to 
facilitate new foreign investments in Germany. Such a scheme might allow a 
foreign creditor to compound with his German debtor in De 1ische Marks (pro- 
vided the debtor is willing to pay and to sell these Deutsche Marks against 
foreign excha pany potential foreign investor in Germany he is able to find. 
Similarly, it is believed, foreign interests owning subsidiaries in Germany 
might soon be allowed the same freedom as that now open to purely German 
undertakings under existing German law. This freedom would include per- 


mission to sell assets now located in Germany to any foreigner who is willing 


to pay for them (such sales are at present also prohibited under the provisions 
of Occupation Law 53 referred to above). Arrangements of this sort may 
seem to offer only bare crumbs of comfort to Germany’s creditors in Britain, 
who, alone among the major creditors, have been waiting for more than ten 
years for any payment at all. So long as the Americans are bearing the main 
brunt of Germany's balance of payments deficit, however, they can hardly 
be expected to countenance any new drain on Germany’s exchange reserves 
for foreign debt servicing. A scheme on the lines indicated above might 
therefore prove an acceptable half-way house against the day when an improve- 








32 THE BANKER 


ment in (cermany’s foreign trade position might allow the Deutsche Mark to 
become convertible and thus enable Germany’s foreign creditors to bring home 
the payr t 1ade to them. 

These 1 developments—the passing of the Distribution of Enemy 
Property Act on the one hand and the possibility of some arrangement for 
direct debt servicing in Germany on the other—have led to much speculation 
in this country on the volume of Germany’s foreign debt outstanding and the 
types of creditor involved. There is considerable room for dispute about the 
volume of this debt-—-and even about how any estimate of such volume should 


be arrived at. The main subject at dispute is, of course, whether the holders 





of bonded debt are due only for arrears of interest or whether, since interest 
and amortizati payments are in arrear, the main block of the bonded debt 
has now become due and callable. Even if it is agreed that only arrears of 
interest are due, then the further dispute arises whether this interest should be 
calculated at 1 original contractual rates or at the reduced rates agreed 
upon, more or! inder duress, in negotiations with Dr. Schacht before the war 

In the estimates made below, figures will be given for only the principal of 
the tracea! bonds outstanding ; no attempt, in other words, will be made 
to work out the redibly complicated sum for arrears of interest du Even 
t he S res ( i ¢ Va lu -_ of t he I 0n l rs i I bt “ ] OWevVeT, ale€ 
liable to give a 1 ure of Germany’s debt commitments, since no precise 
details of the volume of the debt repatriated to Germany are available. It is 
reported, for example, that the Germans may have bought up as much as 


$200 mi s’ worth of dollar bonds in occupied and neutral Europe during 
the war on the other hand, there is also some evidence that the Russians 


who seized some of these repatriated bonds in Berlin in 1945, have now resold 
large i s of them on the Swiss market. 

With warnings of this sort in mind some attempt may now be made to list 
the various types of German creditors and to examine the prospects for pay- 





ments to them—as well as to estimate the extent of their stakes. These 


creditors may conveniently be divided into three groups: first, there are the 


holders of loi nd medium term bonds (who may be divided in turn into the 
holders of Re guaranteed debt, the holders of Provincial or State guaranteed 
debt, the holders of non-guaranteed bond issues and the relatively fortunate 


7 } T 


holders of Potash Bonds) ; secondly, there are the short-term creditors or 
holders of ‘‘ Standstill’’ debt ; and, thirdly, there are the commercial and 
private creditors (including those who were owed money arising out of current 


transactions at the outbreak of war, those who hold existing industrial or 


commercial assets in Germany and naturalized foreigners who were formerly 
German refugees and who have claims under the new Restitution Law). 


Creditors in these various categories may still be found among nationals of many 
countries, although transfers from Germany in favour of creditors in Sweden, 
Switzerland, Holland, France, Belgium and Italy continued up to 1944 or 
after ; much the largest part of the debt is, however, held in Britain and the 
United Stat American calculations have placed the value of Germany's pre- 
war debt outstanding in the United States at between $1,000 and 92,000 
millions. (This latter figure presumably includes repayment of principal on the 
bonded debt ven so, German estimates suggest that it is rather high.) In the 


debate on the Distribution of German Enemy Property Bill, Mr. Glenvil Hall 


estimated that British claims on Germany amounted to between {100 millions 
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and {120 millions. Here, again, it is not clear exactly how the bonded debt is 
treated, although it does seem clear that the estimate excludes the industrial 
assets held by British interests in Germany and the claims of naturalized 
British subjects under the Restitution Law. It is probable that, when these 
latter are added, the British stake might be £200 millions or more. 

As stated above, Germany’s long-term and medium-term foreign debt can 
most conveniently be considered under four heads. The first of these is the 
old Reich debt, made up of the ‘‘ Dawes” Loan (7 per cent. External Loan, 
1924), the “‘ Young” Loan (5 per cent. International Loan, 1930) and the 
Konversions Kasse “fiir Deutsche Auslands-Schulden* bonds. The issues which 
seem to be outstanding are shown in the table below. 


ISSUES OF PRE-WAR REICH DEBT OUTSTANDING 


In thousands of : Dawes Loan Young Loan Konversions Kasse 
{Sterling .. i Su oer £16,554 £11,174 £8,267 
U.S. Dollars a a atl $59,663 $91,306 $20,960 
Italian Lire ne ais “3 Lire 77,548 Lire 103,903 — 

Swiss Francs = oe ae Frs. 11,545 Frs. 85,826 Rm. 68,604* 
Swedish Kroner .. ae ay Kr. 19,879 Kr. 102,846 Rm. 23,806* 
Belgian Francs .. om a — Fr. 32,636 - 

French Francs .. cy wi a Fr. 2,368,969 oe 
Dutch Guilder .. a aa _ Fl. 67,617 Rm. 11,957* 


* Reichsmark equivalent of debt in local currency as outstanding on October 31, 1939. 


At the moment no provision is being made, not even in Deutsche Marks, 
for servicing the Reich loans, nor has the new German Gov ernment yet been 
requested by the Allied authorities to set aside funds. The Federal Govern- 
ment is not the legal successor of the Reich Government and its liability 
to take over foreign Reich obligations remains to be established. It is most 
unlikely, however, that Dr. Adenauer will want to repudiate all liability, 
though he may well be expected to argue that his Government cannot assume 
the whole burden, since it is representative only of Western Germany, while 
the loans were formerly a charge on the whole Reich. At present it rather 
looks as if the Allied authorities are waiting for the new Government to make 
the first move, although Mr. Glenvil Hall recently reaffirmed that the British 
Government had certainly no intention of allowing these loans to go by default. 

After the Reich debts, the second type of de bt to be considered is the whole 
range of bonds (issued by German States, Municipalities and Corporations) 
bearing State (not Reich) guarantees. The British stake in these is compara- 
tively modest compared with that of the United States. There seem to be 
some nine sterling Municipal and State loans outstanding (five Municipal 
loans—for Berlin, Cologne, Dresden, Munich and Saarbrécken - and four 
State loans—two for Hamburg and one each for Saxony and Westphalia). 
The total value of these and of the 1928 Hamburg Waterworks Loan, which is 
also State guaranteed, does not exceed £8.7 millions. State guaranteed dollar 
loans, on the other hand, include 13 issues of outstanding State loans, 18 


a, 


*These bonds—in the case of British creditors 4 per cent. Sterling Funding Bonds—were 
issued to fund arrears of interest on private German debts to foreigners. Under the Anglo- 
German Transfer Agreement of 1938 no more Konversions Kasse bonds were issued after that 
date; instead, British creditors whose debtors had paid the corresponding Reichsmark equivalent 
into the Konversions Kasse were given the chance to sell their clairas for interest, etc., for a 
sterling sum equal to 50 per cent. of their normal sterling value. During the war some German 
debtors continued to pay Reichsmark into the Konversions Kasse; since these war-time payments 
were not transferred there are strong grounds for arguing that they do not absolve the debtors 
from liability to pay again. 
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issues of outstanding Municipal loans and 24 issues of outstanding Corporation 
loans. The total value of the principal of these is in excess of $182 millions 
and the annual contractual interest charge exceeds $11.7 millions. There 
is no — why internal servicing of these loans should not become possible 
at an early date. The City of Hamburg, for instance, is known to have set 
aside pear Boe: Deutsche Marks to meet its obligations and there seems no 
reason why bondholders willing to accept Deutsche Marks should not now be 
permitted, or even encouraged, to do so. 

Third in the poaretg debt group are bond issues of German industrial 
concerns and mortgage banks not bearing a State or Government guarantee, 
The bulk of these issues are dollar bonds. Some American estimates have 
suggested that these industrial issues alone amount to $250-500 millions (though 
it is not clear whether this latter figure includes interest arrears). There seem 
in fact to be 66 traceable dollar issues to a total value of $289.2 millions, with 
an annual contractual interest charge of $18.2 millions. Commercial sterling 
issues are small, but there are considerable issues expressed in Dutch cuilders, 
Swiss francs and Swedish kroner (both with and without State guarantee), 
One obstacle in the way of repayment of these industrial loans is that, under 
Occupation Law 75, the large Ruhr cartels were split up into small units or 
‘“ severance companies ’’. Under Article 5, Section 19, of this Law the severance 
companies took over all the assets but none of the habilities of the old com- 
bines ; they were declared “‘ free and clear of all charges and encumbrances ” 
i this declaration is upheld, the loans and credits extended by Britain and 

e United States to the old Ruhr combines seem to have been deprived of 
the underlying security on which they were based. 

Finally, among the I mger-term foreign creditors are holders of the Potash 
Syndicate German bonds. The two Potash loans, serviced on the proceeds 
of German potash exports, were the only German issues to be serviced in full 
until 1939 ; bondholders in neutral or occupied countries received full payment 
as late as 1944 and 1945. Fortunately for holders of these bonds, the Potash 
Syndicate continued to earn foreign exchange throughout most of the war; 
most of this has accumulated in Holland, Switzerland and the United States. 
The Dutch funds and some Swiss balances have already been re 7 in 
favour of bondholders and when sanction of the British High Court has been 
given for the distribution of their assets, Potash bondholders (there are £4.7 
millions of bonds outstanding in the 7 per cent. issue and {2.1 millions in 
the 63 per cent. issue) will then prove to have been the last who obtained 
payment before the war and the first to obtain some payment after it. The 
Potash Syndicate is now disbanded and future serv ice is more doubtful. 

These four groups cover the bulk of Germany’s bonded foreign debt. The 
short term or Standstill debts—appropriately so-called since 1931—originate 
from short period Joans made before 1930 and are made up mainly of bank 
loans to German firms, banks, municipalities, states and corporations. These 
debts were frozen under the Standstill Agreement in 1931. The largest part 
of the debt is held in the London market ; while the dollar indebtedness of 
the Reich industries is mostly in the form of medium and long-term loans 
made by the United States, Britain is the main short-term creditor. Originally 
the British stake under the Standstill Agreement was rather more than £60 
millions. The short-term debt had gradually been scaled down to £28 millions 
by 1939, and while the remaining claims are not extinguished, the banks have 
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succeeded in writing off a “4 part of their losses against taxation. Here 
again claims are endangered by Ruhr de-cartelization ; the big three German 
banks have also been split up > and it is not clear whether the 33 successor banks 
are liable for the “‘ Standstill ’’ debts. On the other hand, it should be remem- 
bered that under the Standstill Agreement it was conceded that not only was 
the German bank liable for the foreign credit, but that a joint liability was 
assumed by the German borrower to whom the credit first granted was passed 
on. American interests under the Standstill arrangements may now be little 
more than $25 millions, some $18 millions being repatriated between 1939 and 
1941 ; Swiss creditors have also succeeded in recouping themselves largely out 
of the Swiss balances of German banks. In theory all money outstanding under 
the Standstill arrangement is now due and callable, for the standstill was 
rescinded in 1939 by the United States and Britain (under the terms of the 
original agreement it could be terminated at any time provided 75 per cent. of 
the creditors agreed). 

The last group of creditors to be considered can be divided under three 
heads. First, there are the commercial creditors, who were owed money arising 
from commercial transactions at the outbreak of war; no estimates of their 
claims are available. Secondly, distinct from this group—and in fact, strictly 
defined, distinct from any group of “creditors’’ at all—are foreign industrial 
commercial undertakings with assets in Germany. British industrial interests 
alone are believed to exceed Dm. 500 millions ; American interests, although 
they include large undertakings such as Ford and Opel, are likely to be appre- 
ciably less. Finally—and these are the newest arrivals on the scene—there 
are those German refugees living in Britain or the United States who are just 
beginning to retrieve identifiable property or receive compensation for enforced 
sales made at inadequate prices. Considerable interests thus pass into Allied 
ownership, for many of the claimants have since become British or American 
subjects. Restitution payments already received or about to be made may be 
considerably augmented later, as larger sums are eventually to be paid over 
in compensation for the various punitive taxes imposed on emigrants after 1933. 

These then—together with the holders of certain Austrian bonds which 
were accepted as a German responsibility after the e main 
groups of creditor with a stake in the pre-war Reich. Their joint and several 
interests have been the subject of protracted discussions on an official level 
ever since November, 1948, when the inter-Governmental Study Group on 
the subject, which was set up after the six-Power conference in London in 
June, issued its report and recommendations. So far, the main obstacle to 
at least some beginning to debt servicing does not seem to have been any 
lack of willingness to co-operate on the German side so much as the unreadi- 
ness of the Americans to countenance any scheme which might involve a drain 
of foreign exchange. It seems clear, however, that the time has now come 
when those German debtors who are able and willing to pay their debts in 
Deutsche Marks should be permitted to do so. The German Government 
seems anxious to play its part in redeeming foreign indebtedness and the fact 
that it now has no internal debt to service means that redemption of its own 
external debt in Deutsche Marks should not be beyond its powers ; it would, 
however, be asking too much of any debtor that he should foist himself on a 
creditor who appeared reluctant to accept payment. 
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Taxation of Lump Sum Payments 


to Directors 
By T. J. Sophian 


WO leading motor manufacturing companies have recently entered into 

arrangements for the payment of substantial lump sums to their respective 

managing directors in consideration of their agreeing never to engage in 
the motor industry except with the companies which they now serve. Not 
unnaturally, these much publicized arrangements have directed a spotlight 
upon the whole recurrent problem of tax avoidance. In much popular discussion 
these issues are often debated in terms of politics and ethics, and the legal 
and constitutional issues become so blurred in a haze of sentiment that many 
people are led to suppose that what is in question is not avoidance but evasion 
of tax. The distinction between the two—if the terms are used in the sense in 
which lawyers and accountants employ them—is between devices which are 
lawful and those which are not. This article is not concerned with this often 
tricky problem of where the boundary-line lies at any particular time. Its 
purpose is to explain the principles which determine whether lawful arrange- 
ments involving lump sum payments will or will not succeed, under existing 
law, in avoiding liability to tax. 

Schemes for lawful avoidance have, of course, been adopted by taxpayers 
since time immemorial. Indeed, in the celebrated case of the Duke of West- 
minster v. Inland Revenue, the House of Lords almost went so far as to lay down 
the rules of the game. It stated that every person was entitled to order his 
affairs with the object of lawfully avoiding liability to tax if he was able to do 
so. It is an unwritten rule of the constitution that no tax shall be levied on 
any one except by authority of Parliament, from which it follows that, if a 
Taxing say is not sufficiently widely drafted to cover the charge to tax in any 
particular case, the subject is entitled to freedom from liability, even though it 
might have been the intention of the framers of the Act to bring him within 
its scope. Of course, any schemes which seek to take advantage of such weak- 
nesses in the law are apt to be vulnerable. Successive Chancellors of the Ex- 
chequer have repeatedly given warning that the devices of taxpayers are 
being carefully watched and that le gisla ation will be introduced to close the 
more serious loopholes as they come to light—even, indeed (although this is a 
newer development) to close them retrospectively. 

The most usual place for a loophole to be discovered is in the never-very- 
clearly-drawn division between capital and income. Income Tax has been 
repeatedly stated to be a tax on income and not on capital and if means can 
be devised to ensure that a particular payment is of a capital and not of a 
revenue nature then tax will not be payable. It is, of course, this rule of tax 
law which has given rise to the many schemes for the making of lump sum 
payments to directors and other officers of companies either on retirement of 
these officers or in consideration of their entering into restrictive covenants, or 
of their assenting to loss or alteration of the rights which they already enjoy 
under agreements with the company. 

There is a long history of case law on such lump sum payments, but some 
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of the earlier decisions have been materially affected by the provisions of 
Sections 19 to 23 of the 1947 Finance Act (which relate to retirement and other 
benefits to directors and employees of companies). It will be convenient to 
examine first the law as laid down by previous judgments and then to consider 


the effects of the 1947 Act. 


Case LAw on Lump SuM PAYMENTS 


Whether a payment is of a capital or an income nature will depend almost 
entirely on the nature of the consideration for which the payment has been 
made. Four types of lump sum payment can usefully be distinguished : 

First, where a payment has been made by a company to obtain a release 
from a future or contingent liability, the payment would seem, prima facie, to 
be a capital one. As the cases show, however, it may be extremely difficult to 
determine whether the particular payment is of such a nature, or whether it is 
really a payment of capitalized remuneration presently payable to the director 
in lieu of the remuneration he would otherwise have received under the terms 
of his agreement. 

Secondly, the payment may be made as an inducement to the director not to 
withdraw his services from the company. Here the payment would seem to be 
of a capiti il rather than an income nature. 

Thirdly, there may be cases in which agreements appointing a director at a 
certain salary are either cancelled or varied, and a lump sum payment is made 
in consideration of complete or partial surrender of rights. Here it is sometimes 
extremely difficult to say whether the particular payment is capital or income, 
[t would seem, however, that if a service agreement is repudiated and the 
director brings an action for damages because of the breach, then any damages 
which he receives in settlement of his claim would be capital and not income. 

Fourthly, there are cases in which a company has commuted pensions pay- 
able to a director for a lump sum. Formerly, lump sum payments of this sort 
would clearly have been capital, but such cases may now be affected by the 
provisions of Sections 19 to 23 of the 1947 Finance Act. 

The implications of this summary statement of the law can best be made 
apparent if it is clothed with illustrations from decided cases, so that the issues 
involved may be studied at closer range. 

In Hunter v. Dewhurst (16 Tax Cases 605), the company’s articles provided 
that a director who died or resigned or ceased to hold office should be paid a 
lump sum as compensation for the loss of his office. The amount to be paid 
was a sum equal to the total amount of his remuneration during the five pre- 
ceding years. One of the directors subsequently entered into an arrangement 
with the company whereby it was agreed, first, that he should receive {10,000 
in consideration of his surrendering his rights under the articles and, secondly, 
that his remuneration as director should be reduced to £250 per annum. In 
this case the judges in the House of Lords gave dissenting opinions ; it was 
only by a bare majority that the sum in question was held to be a capital receipt 
in the hands of the director and not, therefore, liable to tax. The majority view 
of the House was that the sum had been paid by the company in order to obtain 
a release from a contingent liability to pay compensation to the director in 
the event of his ceasing to hold office. Hence the payment was not regarded as 
a profit of the director arising from his employment as such. It did not, there 
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fore, fall within the relevant rule of Schedule E of the Income Tax Act 1918, 
which provides that tax is to be charged on every person exercising an office or 
employment of profit “ in respect of salaries, fees, wages, perquisites or profits 
whatsoever therefrom ’’. Wide as the expression “ profits’? may be, the 
payment in Hunter v. Dewhurst was not a profit in this sense. In the view of 
the House, however, if what the director was receiving had been in effect 
— remuneration—that is if it had been a lump sum immediately 
pay able in lieu of remuneration that he would otherwise have received—then 
the position would have been entirely different. In such a case the capitalized 
remuneration would have been treated as income. 

On this point the case of Cameron v. Prendergast 1940 (A.C. 549, 23 Tax 
Cases 122) may also be cited. In this case the director of the company wanted 
to resign from his position as director but was persuaded by fellow directors 
not to do so since his services were of great value to the company. As a result 
an agreement was entered into whereby his salary as director was reduced from 
{1,500 to £400 per annum and a lump sum payment of £45,000 was made to 
him. The House of Lords held that this lump sum payment was a profit from 
his office of director and was, therefore, liable to tax under Schedule E. 

To sum up, these two cases, therefore, establish, on the one hand, that a 
payment made as consideration for obtaining release from a future and 
contingent liability is capital, but that, on the other hand, a payment made 
to induce a director to continue his services is income. The main difficulty that 
arises, however, is that of properly interpreting the agreements made. Any 
difference of opinion on the effect of the agreement may lead to divergent 
decisions. 

The next judgment to which reference must be made is that of the House of 
Lords in Tilley v. Wales 1943 (A.C. 386). In this case a lump sum payment was 
made to a director in two instalments. The consideration for the payment 
was partly the release of the company from the obligation to pay him a pension 
and partly the reduction of his salary as director from £6,000 to £2,000 per 
annum. The House of Lords held that in so far as the pay ‘ment was compensa- 
tion for reduction of salary, it was income, while in so far as it was in commuta- 
tion of pension rights, it was capital (as the company was being released from a 
contingent liability thereby). Moreover, the House held that where a lump sum 
payment is partly in the nature of capital and partly in the nature of income, 
it must be apportioned, and that portion which is in the nature of income will 
accordingly be liable to tax. 

As regards the commutation of pension rights, the principle of Tilley v. 
Wales has now been affected by the 1947 Finance Act which is discussed below. 
The chief importance of the case now, therefore, is that it establishes the 
principle that a lump sum payment made to a director in consideration for 
reduction of salary will be regarded prima facie as income. It should be noted, 
however, that the dividing line between income and capital in cases where a 
lump sum payment is made i in reduction of salary may be extremely fine, for it 
would appear that if the payment is made in consideration of the complete 
cancellation of a service agreement, the payment would be held to be capital. 
The reason for this is that the payment may in this case be treated either as 
compensation for the loss of a capital asset (that is, the office of director) or, 
alternatively, as consideration for releasing the company from a future liability 
to pay a salary to a director (see Duff v. Barlow, 23 T.C. 33). 
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If, for example, it could be shown that a company had made a payment so 
that it could rid itself of an incompetent director, the payment would surely be 
of a capital nature because the company would be getting rid of a liability. 
The position is less clear, however, where there is a mutual cancellation of the 
agreement between the director and the company. 

It may be questioned why a payment made to a director in consideration of 
loss of office should not be regarded as income, just as much as a payment in 
consideration of reduction of salary; both pay ments seem in effect to be in the 
nature of capitalized remuneration. On this point reference may be made to 
Wilson v. Dantels 1943 (All England Reports, p. 732). In this case the respon- 
dent had been appointed a life director of a private company in which he held 
practically all the share capital. At the time of its formation an agreement 
had been made whereby he was to act as chairman and governing managing 
director for life at a salary of {15,000 per year. By a subsequent agreement this 
agreement was cancelled and it was provided that the respondent ‘should resign 
from his offices as chairman and governing managing director and become an 
advisory director for life at a salary of £1,000 per annum. It was also agreed 
that in consideration of the cancellation of the original agreement and by way 
of compensation for the loss of his offices he should receive a sum of £75,000. 
This sum was held to be in the nature of income. The view of the Court was that 
it could not really be said that the respondent had been deprived by the company 
of his offices, because, on the particular facts, these appeared to have conferred 
honorific titles on him rather than to have imposed any duty or obligations 
It was held accordingly that the payment was in the nature of income. The 
case was distinguished from Hunter v. Dewhurst (cited above) on the ground 
that it could not be regarded on the facts as being one in which the company 
had obtained a release from a contingent liability. These cases illustrate the 
niceties of the arguments which may arise in connection with lump sum 
payments. 

The law seems to be much more detinite about the nature of Jump sum 
payments in the circumstances so much discussed recently—namely, where 
the payments are made to directors in consideration of their entering int 
restrictive covenants restraining their activities upon the termination of their 
offices. Thus in Beak v. Robson (25 Tax Cases 33) a payment of £7,000 in 
consideration of a covenant that the respondent would not compete directly 
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or indirectly with the company after quitting office, was held to be a capital 
payment. Similarly, in the case of Hose v. Warwick (39 R. & LT., p. 315) a 
payment of £ 30,000 toa director was held to be capital on the ground that it was 

made partly in consideration of his abandoning to the company his personal 
connections (which were regarded asa capital asset) and partly in consideration 
of his entering into a covenant not to compete with the company after the 
termination of his office. 

Two other forms of lump sum payment deserve some examination. First, 
as already stated, a payment made by way of damages for repudiation of a 
service agreement will constitute a payment of a capital nature. On this point 
reference may be made to the case of Du Cros v. Ryall (19 Tax Cases, p. 444). 
Here a director was entitled to a salary and commission and remuneration of 
various kinds. The company repudiated the agreement on the ground that it 
was not bound by it, with the result that the director claimed liquidated sums 
in respect of his commission and damages for repudiation. A settlement was 
arrived at under which a sum of some £57,000 was to be paid to him ; it was 
stated in the terms of the settlement that this sum was to be paid to him as 
damages for repudiation of the agreement. The Court held that the payment 
was of a capital nature. It does not necessarily follow, however, that every 
settlement will produce the same result. One may compare with the last case, 
the case of Carter v. Wadman (25 T.C., 473). In this case the respondent was 
engaged as a resident manager of licensed premises. The licensee was assigning 
the lease and selling the business. The respondent agreed to the assignment and 
to the sale in consideration of a payment of {2,000 which was to be made to him 
“in settlement of past, present and future claims’’. As the consideration 
involved consisted of the surrender by the respondent both of his rights under a 
valuable service agreement and of a share of the profits of the business to which 
he would otherwise have been entitled, the Court held that, in so far as the 
payment referred to the surrender by him of his rights under the service 
agreement, it was of a capital nature, but that in so far as it referred to the 
surrender by him of his rights in the share of the profits of the business it was 
in the nature of revenue. 

Finally, it may be pointed out that in the case of Cowan v. Seymour (7 Tax 
Cases 372) it was held that a testimonial paid to a liquidator by the share- 
holders of a company in appreciation of services rendered to the company in 
the course of liquidation was of a capital nature. 


THE FINANCE ACT, 1947 

Sections 19 to 23 of the 1947 Finance Act affect schemes for the provision of 
future retirement or other benefits for directors and other officers. The 
expression ‘* scheme ” for this purpose is given a very wide meaning. It includes 
any deed or agreement or series of agreements or other arrangements which 
provide for such benefits. It is also immaterial whether the ‘‘ schemes ”’ happen 
to relate only to a single director or to a whole group of officers and employees. 
Any deed or other agreement entered into between a company and a director 
which provides for any such benefit may therefore come within the scope of 
these provisions. They will apply, moreover, not only to those who are to be 
appointed to act as directors in the future but also to those appointed before 
the Act came into force. 
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The nature of the benefits which come within the Act is also wide. The 
definition of ‘“‘ retirement or other benefits ”’ will include any pension, annuity, 
lump sum, gratuity or other like benefit to be given (a) on retirement or (6d) in 
anticipation of retirement or (c) in connection with past services after retire- 
ment or (¢) to be given on, or in anticipation of, or in connection with, any 
change in the nature of the services of the person in question. A Deed which 
appoints a person as a director and provides for payment of a lump sum or 
pension to him upon retirement will, therefore, come within this clause, although 
it should be noted that pensions or other benefits which are pay able only on 
death or disability are not affected by the Act. 

In certain circumstances, however, a payment will be excluded from the 
operation of the Act. These exemptions can be classified under five heads : 

1. Payments made under superannuation schemes set up by statutory 
enactments including regulations by Ministries or Government Departments. 

2. Payments made under provident fund or staff insurance schemes for 
persons remunerated at {2,000 per annum or less. The fol’owing conditions 
must, however, be satisfied before the exemption is granted :—(a) The sum 
paid must not exceed 10 per cent. of the remuneration of the person who is 
to benefit therefrom ; ()) the sum paid must not exceed {100 per annum; 
(c) no other scheme for retirement benefits must be subsisting for the persons 
covered by the scheme (or, if there is any other scheme, then the total pay- 
ments made must not exceed £100 or ro per cent. of the remuneration of the 
person covered, whichever is the less). 

3. Payments made by way of premiums in schemes under which the 
benefits are secured by premiums payable under life or endowment insurance 
or life annuity contracts. In order to come within this exception, however 
the scheme must be one which was in operation before April 6, 1947, and it 
must not be confined or substantially confined to directors or others remu- 
nerated at a rate of more than {2,000 per annum. 

4. A scheme under which the main benefits are in the form of pensions or 
life annuities. Here again the scheme must either have been in operation 
before April 6, 1944 (not 1947) or must be one approved for the time being 
by the Commissioners under Section 21 of the Act. 

5. Where the employment is exercised during any particular period 
outside the United Kingdom, the Act would not operate on the payments 
made during such period. 

In cases where the scheme is within the section but no payment is made to 
the director under, or in substitution for, the benefits of the scheme, and some 
event has occurred as a result of which no such payment will be made in 
respect of any period, relief may be obtained by the director concerned by 
way of repayment or otherwise. Claims for such relief must, however, be 
made within three years of the event in question. In cases to which the Act of 
1947 applies, any sum paid to the director under the scheme would be treated 
as part of his income and it will form part of his income for the particular year 
in which it has been paid. The payment will be assessable under Schedule E 
Where, however, the payment is made by way of insurance on the life of the 
director (or in other cases where Section 32 of the Income Tax Act 1918 refers) 
the director would be entitled to life insurance relief in the same way as if he 
himself had actually effected the insurance. 
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egal Problems of Devaluation 
By F. A. Mann 


HE principle of nominalism according to which a pound is a pound, 
irrespective of its value in terms of gold or a foreign currency or pur- 
chasing power, is so firmly embedded in English life that it has rarely 
been formulated and never been questioned. As a famous Judge has said : 
‘a pound in England is a pound, whatever its international value’’.* A 
pound outside England, however, is not always a pound and the question 
arises whether and to what extent the recent changes in the value of sterling 
abroad may raise legal difficulties. The devaluation of the pound which took 
effect on September 19, 1949, has radically affected many transactions with 
those foreign countries which have not devalued their own currency, and 
therefore has created Jegal problems which may be expected to acquire practical 
significance. Where these problems arise out of inter-Governmental bulk 
eee contracts their solution may depend in part on different degrees of 
political bargaining power ; where they arise in private commercial transac 
tions they y will presumably be referred to the arbitrament of ordinary com- 
mercial law 
There are five questions of law which seem to be of particular importance 
in this respect 





1) Can a foreign trader who had contracted to sell goods to an English 
merchant for sterling before September 1g now demand a revision of his 
sterling selling price ? 

(2) Must debts expressed in terms of sterling, which were overdue to 
foreign creditors on September 19, be written up as a resuli of devaluation ? 

(3) Must the sterling value of overdue debts expressed in terms of 
dollars be written up ? 

(4) Can an importer rescind a contract which has become unprofitable 
as a result of devaluation ? 

(5) What is the legal effect of foreign currency clauses (stipulating 
payment at a certain exchange rate) which were written into contracts prior 
to devaluation ? 


-_ 


This article will be devoted to a discussion of the legal position on each of 
the se que sti Ons 
If a private trader in, say, Argentina has sold goods to an — merchant 


for sterling and the contract is subject to English law, it is clear that the seller 
cannot insist upon a Ie vision of the Price on the ground that sterling, when 


converted into his domestic currency, will not produce such sum of pesos as 
he had expected to receive when the contract was made. But the result may 
be different where the contract is subject to the law of a country other than 
England. There are foreign legal ; systems which in such circumstances would 
perhaps allow an adjustment of the stipulated price to compensate the creditor 
for the loss which the devaluation of sterling imposes upon him. The Swiss 
as well as the German, Courts, for example, have developed an elaborate 
practice intended to protect parties against an unforeseen and unforeseeable 
disequilibrium between their respective undertakings. Where the English 


* Lord Justice Scrutton in e Baarn (Ne 1) (1933), Pp. 251, 265. 
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debtor is faced with such a claim made by his foreign creditor and there is 
doubt as to the applicability of English law, he should not summarily reject 
the claim \ ithout making full inquiry into the law of the foreign country 
soncerned. 

[f, on September Ig, 1949, an English debtor of sterding was in default of 
payment, another question arises on which it will frequently be necessary to 


consult foreign law. The creditor who carrie s on business in a country which 


has not devalued its currency and who receives payment in devalued sterling, 
will make a loss on the exchange. Is the English debtor liable for the damage 
so suffered ? The answer is clearly in the negative if the contract is governed 


by English law which does not contain any rule to the effect that, apart from 
interest, the creditor is entitled to claim compensation in respect of late 
payment.* The opposite rule prevails in many foreign —— ; where their 
law must be applied, the English creditor may well | ‘ld liable for the 


‘xchange loss. 

On the other hand, different considerations will operate in the case of 
an English debtor who has failed to make punctual payment of a debt expressed 
in foreign currency. If, on September 1, 1949, a sum of $2,800 was due and 
payable f : English debtor to his creditor in New York and if it remained 
yutstanding on September 19, 1949, is the debtor now under a duty to pay 
£700, i.e. the sterling equivalent at the old rate, or £1,000, i.e. the sterling 





‘quivalent at the new rate? Strictly speaking, the question ought not to 
rise. The English debtor owes dollars, not sterling, and, therefore, the fate 
of sterling ought to have no effect upon the debt and the amount payable to 
discharge it. By an established rule of practice, however, debts expressed in 
foreign currency must, for the purpose of recovering them by proceedings in 


the En; lish tae be converted into sterling at the rate of exchange ruling 
iey became due. This rule was laid down in days when 


when 


\ ti 
sterling was thought to be as good | as gold and to remain stable for ever. Its 


( 


results have been curious even where it was the foreign currency which depre- 
tiated in terms of sterling : a Fr ench reditor was allowed to recover 'T £105, 


* Di Ferdinando v. Stmon Smits & Co. (10620), 3 K 
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although at the date of the judgment and indeed at the date of the institution 
of proceedings, £65 would have been sufficient to discharge a debt of 8,100 
French francs incurred and payable in Paris.* The same rule is responsible for 
the unfair conclusion in the converse case that, where sterling depreciates, the 
Jebtor is allowed to profit from his failure to pay at the due date. In the 
sxxample given above, the American creditor can recover only £700, unless 
the law applicable to the transaction allows him to claim damages for late 
payment (which, as already stated, English law does not). This rule, which 
has been sanctioned by the House of Lords to some extent, is slowly being 
recognized as an unsatisfactory one ¢ and undoubtedly requires reform. If 
the conversion were effected at the rate of exchange ruling on the day of 
payment or, perhaps, at the date of judgment, then the foreign creditor would 
not receive more than he is entitled to in the event of a depreciation of the 
foreign currency or less than he is entitled to in the event of a depreciation of 
sterling. It is to be hoped that the authorities will give their early attention 
to this rule. In the meantime it would be interesting to know whether the 
Exchange Control Authorities insist upon its being observed even in those 
cases in which the debtor is willing not to take advantage of an unfair rule of 
law, but to pay at the post-devaluation rate of exchange. 

The next question to be considered concerns the obligation to carry through 
contracts which involve losses. It is one of the gravest consequences of 
devaluation that in many cases the assumptions upon which traders have 
based their price calculations are proved wrong. The English importer who 
has bought a machine from an American merchant at $1,000 and, before 
September 19, 1949, agreed to sell it to an English manufacturer at £300 
(or $840 at the new rate) will not make the expected profit of about £50, but 
will make a loss of $160, or more than £50. English law, as we have seen, 
does not allow for an adjustment of the import price, but would it allow the 
English importer to rescind the contract for the re-sale of the machine at 
£300? There are high authorities which suggest an answer in the negative. 
They arose out of the rise of prices which occurred after the outbreak of the 
first World War. The case which came before the Court of Appeal concerned 
a contract for the supply of Spanish iron ore which, in consequence of the 
utbreak of war, became very onerous for the sellers.[ Lord Justice Swinfen 
Eady said : 

It was urged that the rise in freights, owing to the war and to the German notice 

of February 6, 1915, proclaiming the waters around Great Britain and Ireland a 

war region, and to the German submarine attacks, was quite abnormal and far 

beyond ordinary market fluctuations and that by ‘‘ commercial prevention ’’ the 
defendants were unable to deliver the ore. That can only mean that the defendants 

would incur a loss in carrying out their contract. But a mere rise in the price of a 

commodity to be supplied or in the rate of freight is not alone a sufficient excuse 

for non-delivery. A person is not entitled to be excused from the performance of a contract 
merely because tt has become more costly to perform tt. 
Admittedly these observations apply to a rise of prices. Where, as frequently 
happens, a rise of prices is indistinguishable from a depreciation of money, their 
force is undeniable. It is indeed likely that they will also be followed where 
the increased cost of performance results clearly from the depreciation of 








* Vionnet v. Wills (1940), 1 K.B. 72. 
} For detailed criticism, see Mann, ‘‘ The Legal Aspect of Money *’ (1938), pp. 306 et seq. 
} Bolckhow Vaughan & Co. v. Compania Minera de Sierra Minera (1916), 33 T.L.R. 111. 
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money alone and is only indirectly connected with the alteration in the level] 


of price But this cannot be taken for granted. It is now well recognized 
that a contract is discharged if the parties “‘ have made their bargain on the 
footing that a particular thing or state of things would continue to exist’ 


and if, through supervening events, that particular state of things is materially 
altered. It should not, therefore, be regarded as impossible to hold that so 
serious and so radical a development as the deliberate devaluation of sterling 
by 30 per cent. operates as a discharge of the contract. The Courts will have 
a difficult task in finding the balance between two principles of law both of 
which are supported by authority. In the last resort they will have to decide 
whether it is more important to maintain rigidly the sanctity of contractual 
obligations or to do justice according to the circumstances of the individual case. 

Occasionally one meets contracts which contain a foreign currency clause 


e.g. a contract providing for payment of, say, £1,000 stipulates that “fi 
= $4°°. What is the effect of such a provision ? It raises curious problems 
of construction and a hard-and-fast rule, applicable to all cases, cannot be 
laid down. Broadly speaking, however, it is submitted that the paramount 
guide to the interpretation of the clause should be found in its purpose as it 


appears from the intention of the parties. This is the principle oe the 
House of Lords sanctioned and enforced when dealing with the ect of gold 
clauses, and it applies here with equal force. From this adie of view it is 
clear that, if the parties meant to protect the creditor against a devaluation 
of sterling, then the clause ought to have the effect of imposing upon the 
debtor the duty to pay so much sterling as may be required to provide the 
creditor with $4,000, viz. £1,428. (Conversely, the debtor would have to pay 
£1,000, if the dollar had unexpectedly depreciated to a rate of $5 to the pound 
sterling.) it must be admitted, however, that this approach, though supported 
by the so-called ‘‘ gold clause decision ’’*, is not fully consistent with another 
decision of the House of Lords in Howard Houlder & Partner Ltd. v. Union 
Marine Insurance Co.t In this case, cargo valued at $108,000 was insured 
with the defendants for £26,025, the prec ise sterling equivalent at the rate of 
exchange of $4.15 to the pound then ruling. The policy contained the clause 
‘Claims if any to pay at the rate of 4.15 dollars to I pound sterling ’’. Subse- 
quently a total loss occurred and the plaintiffs duly received £26,025. Since 
sterling had depreciated in the meantime, however, the plaintiffs claimed an 
additional £2,886 to enable them to obtain $108,000. Their action was dis- 
missed by the House of Lords (whose decision, incidentally, was not followed 


in the United States] The decisive reason given by Lord Atkinson was that 
this i sterling policy , annnave iis ossible give t se latter words 
this 1s a sterung poi and it appears to me impossible to give to these latter words 
i meaning which would produce the effect of changing the whole nature of the 
policy by « ertin into a dollar poli 
Thi +} Brnolich Canny loaf ated xuy} + ne ¢ ha 24 }y 1 a the 
nu i 1iS] uTts deleatec Wild O may reasonaviy assume as tie 
true intent f the parties, viz. to protect the insured against a depreciation 
£ ctarling Th, laricin? ected > the 7 ~uliar fac . fthec and it can + 
oi sterling | deci n rested 1e pecullal ts of the case and it cannot 
be taken for certain that it will cover similar but distinguishable cases which 
— = c 4 oer ee ae Ee é 
may a4ise€ as < ( l Ol Ui) [ CTit levaluation of st chi Il}. 
. S } (1934), A.d I 
I l i ¢ vi 
sdaie Sineen ( than (1923), 290 F. 685 
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The Bill of Lading in Documentary 


Credits 
By Maurice Megrah 


N Tue BANKER for April, 1949,* there appeared an article on what is popu- 
Jury known as The Rayner Case—Rayner v. Haimbros T nk Ltd. ([1943} 

1 K.B. 37) and it was again referred to ina lecture at the | titute of Bankers’ 
International Summer School, held at Oxford in September last. The comment 
was that the decision was correct in law, in the existing state of which the 
description of the goods contained in the bill of lading, as well as that given 
in the invoice, must tally with that in the letter of credit. The argument went 
on to suggest that if any change in this position was commercially desirable, 
it was for the trader, not the banker or the lawyer, to bring it about. 

The Rayner decision has caused some confusion in international banking 


and legal circles ; moreover, there is a strong demand for clarification of inter- 


national commercial and banking procedure and aims in regard to documentary 
credits. The decision does not stand in the way of such clarification. It merely 
reaffirmed the then ere and the present state of the law. It places no 


burden on the banker ; it leaves him free to act as he thinks fit according to 
the circumstances. The suggestion that the description of goods contained in 
the bill of lading may be ignored because it is not the function of a bill of 
lading to describe goods (though some description is necessarily contained 
therein) is clearly too absolute. The bill of lading is the document of title, 
the banker’s security, and it must, therefore, be referable to the goods as 
indicated in the invoice and the credit. There is nothing in the English law 
of the subject which calls for anything more than that the bill of lading shall 
relate to the goods specified in the credit and be clearly referable to them as 
regards description, shipping marks and quantity. 

The buyer’s purpose is to obtain the goods for which he has contracted 
and he facilitates this by stipulating in his credit-opening instructions for 
documents relating to those goods. He clearly cannot place on his banker the 
onus of identifying the goods beyond question ; nor can he expect the shipping 
company to accept any such responsibility. But he can expect his banker to 
accept only documents which are clearly referable to goods such as those for 
which he has contracted, and the bill of lading would lose much of its value 
if in fact it covered any other goods, or a less or greater quantity than that 
contracted for. It is, then, = beyond question that the bill of lading 
cannot be ignored but must be identified with the goods as expressed in the 
credit. 

The situation falls within the scope of Article 33 of the Uniform Customs, 


which reads: ‘“‘ In order to determine the quality of the goods, banks may 
refer to the dications 4 given in the invoices, which should correspond with 
those stipulated in the credit. Banks will accept “4 ping or insurance docu- 
ments bearing the generic description of the ponds 

* See “The ‘Rayner’ Case,”’ by Maurice Megrah, in THe BANKER, April, 1949, and Mr. Megrah’s 
lecture reproduc in The Pattern and Finance of Forcign Trade (Europa Publications Ltd 


1949).—Ep 
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It is argued that in not accepting the Uniform Customs, the United King- 
dom banks are perpetuating a practice which is contrary to the rules, leading 
to uncertainty in international transactions. This, however, is not the fact, 
for it is equally true of the United Kingdom that “ banks will accept shipping 

. documents bearing the generic description of the goods” ; and the Rayner 
decision in no way runs counter to this. 

The law in this country is what it is because traders have insisted in their 
mandates, either expressly or impliedly, on pretty exact compliance between 
the bill of lading, the invoice and the credit. There is no need specifically to 
change the law; if traders would relax their insistence, they would auto- 
matically change their mandate and their requirements would permit discretion 
by the banker. The basic law, that of contract, would be the same ; but the 
alleged difficulty would be overcome. 

[ cannot see that any change is necessary, but if it is, | repeat that it must 
be sponsored, so far as concerns the United Kingdom, by the traders themselves. 
[hey must first ask themselves whether the law interferes with the smooth 
operation of foreign business or is out of line with commercial practice and, 
if it does and is, whether any suggested change would relieve the situation 
without placing them at an unreasonably greater risk than that to which they 
are subject at the present time. If the answer to this last question is in the 
negative, then they should set about changing the practice in the first place ; 
they might agree to instruct their bankers that in future a precise agreement 
between the description of the goods in the bill of lading with that in the 
credit is not required. This they could do directly through appropriate bodies 
—the associated chambers of commerce, for example ; though even if this 
were done, it would be some time before the suggested practice became custo- 
mary so as to be binding on the banks, and in the meantime there would be 
many cases of disagreement or misunderstanding. But the new practice would 
have to become a custom before the courts would enforce it. 

This is the way in which the banks and the law have followed the merchant 
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in the commercial history of the United Kingdom. But there is a simpler 
way of achieving the same object. If commercial men, in instructing their 
bankers to open credits, would themselves see that in their opening instructions 
they embodied a description of the goods which they would be likely to find 
in the bills of lading when issued, or if they would expressly authorize banks 
to accept a general description in the bill of lading, the problem would be 
solved and there would be no necessity for any change in the law. 

Is there any reason why this amendment of the practice should not take 
place? The first of the alternatives mentioned above would still leave the 
banks uncertain in some cases whether the actual description of the goods in 
the bills of lading was adequate, compared with that in the credit. The 
second alternative would avoid any such responsibility. To repeat, then, if 
it were possible for the merchant to insert in his credit-opening instructions a 
description which he knew he would find in the bill of lading or if he would 
grant express authority to accept a generic description in the bill of lading, it 
is clear that the banks would be at no greater risk. They would still be entitled 
to refuse to pay in any case of doubt, just as they are at present. The onus 
would still be on the trader. What would be the latter’s risk ? 

What does the buyer require of the banker? It has been argued that he 
regards the bill of lading as offering an independent certification of what the 
goods comprise. Surely this cannot be so, for the shipping company certainly 
accepts no responsibility—it can testify only to what it has actually seen. 
The buyer wishes to ensure that he gets the goods he contracted for. Does a 
detailed description in the bill of lading give him this assurance and, for types 
of goods (e.g. machine parts) of which the description may be infinite in its 
detail, how far can the shipping company be required to go in describing the 
goods ? It is obvious that the certainty for which the buyer asks cannot be 
obtained in this way and that, in the majority of instances, a general description 
in the bill of lading is all that can be expected and serves much the same 
purpose. 

What about the seller ; is he prejudiced in any way by the lack of precise 
reconciliation in the descriptions ? Clearly not. Is there a greater chance that 
he may deceive the buyer in the absence of precise reconciliation ? Surely 
this cannot be so either, for, after all, the invoice is his document and unless 
it tallied with the terms of the credit, it would be refused. 

One of the objects in financing a foreign trade transaction by means of a 
banker’s documentary credit is to ensure as far as possible that the buyer gets 
the goods and the seller the price for which they have contracted. But the 
buyer’s risk, at any rate, is hardly one which should be passed to the banker. 

It would thus seem that unless there is a practical advantage in having the bill 
of lading description of the goods in precise accord with that in the invoice and, 
more particularly, with that in the credit, this alleged hindrance to documentary 
credit work might well be eliminated. But is it not the fact, as has been 
suggested above, that practice in this country is in line with Article 33, 
though it is not any generic description that will satisfy British, any more 
than American, bankers. Put another way, unless the buyer by requiring 
such precise agreement is more certain of getting the goods he has ordered, 
there is no point in insisting on it. It is for traders themselves to say and to 
transmit to their bankers any desire for a change. Once that is done it will 
be found that the law will provide. 
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International Banking Review’ 


Argentina 
HE Minister of Finance has asserted that investment prospects in Argen- 
tina have been improved by the devaluation of the free market rate of 
exchange. He declared that the foreign exchange shortage had made it 
impossible to grant facilities for debt service remittances, but held that this 


was a “ purely t saad difficulty ’’. It would be overcome if there were a 
greater influx of investment capital from abroad since “ this would provide 
Argentina with the exchange from which debt service payments could be met ” 


Belgium 
The Minister of Finance has revealed that the Belgian budget, which last 
autumn seemed likely to show a deficit of Frs. 4,300 millions, has been re- 
adjusted ; the deticit is now estimated at Frs. 200 millions. He stated that 
the budget period for the current year is to be extended to June, 1950, partly 
to overcome administrative difficulties arising from the collection of excep- 
tional post-war taxes and partly to enable next year’s budget to be balanced. 


Ecuador 

The Monetary Board has recommended that the currency be devalued to 
18 sucres to the U.S. dollar (against 13.50 hitherto) and that the exchange 
rate be “ unified "’ by fiscal means. 

The Government has taken steps to tighten up exchange control and to 
help bring the country’s external payments into ec uilibrium. Importers have 

I 
been forbidden to make advance payment in foreign exchange for goods 

h 5 5 

classified in import lists “A” and “B”’. Payment may now be made only 
after the arrival of the merchandise. 


France 


The favourable trend in France’s balance of payments with the sterling 
area, which is reported to have resulted in an accumulation of £30 millions 
of sterling balances, was examined at the December meeting of the Anglo- 
French Economic Committee. It was decided that a revision of French 
drawing rights against the United Kingdom under the Intra-European Pay- 
ments Agreement should not be made until it was possible to assess more 
accurately the ‘“ permanence’’ of the improvement in the French sterling 
position. Agreement was also reached on the need to increase French agricul- 
tural exports to the United Kingdom and it was decided to put into operation 
plans to implement the programme previously drawn up. 

The Banque de Paris et des Pays-Bas has announced a scheme to increase 
its capital by Frs. 459 millions by the incorporation of reserves. The change 
is being put into effect by raising the nominal value of existing shares from 
Frs. 500 to Frs. 600. It is intended to re-group the share issue “subsequently 
by an exchange of five shares of Frs. 500 for one of Frs. 3,000. 








° Other current internation al b: snkking x news is discussed in ‘ A Banker’ s Diar y’’, on pages 1-6 
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Germany 

The British authorities have announced that the United Kingdom is 
favourably disposed in principle to the investment of foreign capital in Germany 
subject to certain conditions. The U.S. High Commissioner has expressed the 
hope that a solution of the investment problem will be re ternal before long 
but has warned that it would be wrong to count upon a large inflow of American 
capital as soon as the ban is lifted. 

The president of the Bank of the German States, Herr Vocke, has visited 
the United States for discussions aimed at “‘ creating a basis for credit negotia- 
tions due to take place during the coming months’. An official of the bank 
has since explained that it is now expected that future credits will take the 
form of de ds between individual concerns on a commercial basis rather than 
large-scale political credits of the character of the Dawes and Young loans. 

The Allied authorities in the Western zones have agreed to modify the 
currency conversion law to allow public agencies to borrow money and issue 
loans for productive purposes. This is on the condition that amortization and 
payment a interest is provided for in the ordinary budget. The immediate 
purpose of the relaxation of the ban on budget deficits is to clear the way for 
aid by the West German Government to Berlin. 


India 

[he Finance Minister, Dr. Matthai, has announced that he has received 
“ satisfactory assurances "’ from the British Government about India’s sterling 
balances. He stated that he had been informed that the 1949 agreement 
covering releases from the blocked balances was not affected by the recent 
London statement on the future treatment of the sterling debts, and that there 
was no intention to scale down the balance of the debt or to take any unfair 
advantage of India. 

The Minister declared that the true significance of the series of loans 
granted to India by the International Bank for Reconstruction was that they 
showed that India had established an independent position in the world of 
finance. The foundations on which India could build surely and realistically 
the development of the country with external financial assistance had now 
been laid. 


New Zealand 


Following the victory of the National Party at the general election, Mr. 
Holland, the new Prime Minister, has announced his intention to hold the 
Finance portfolio as well. Mr. G. M. Bowden will act as Associate Minister 
of Finance. 

Among the reforms the new Prime Minister has promised are measures to 
remove the Reserve Bank from Governmental control and to bring the control 
of credit and currency under an independent Board, representative of all 
sections of the people. See special article on pages 20-26. 


Rhodesia 


The Director of Development has stated that Northern Rhodesia will have 
to defer the raising of a loan on the London market until late in 1950 or early 
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in 1951 “ because of the scarcity of money there’’. The year 1950 was to 
have been a peak period in the development plan, scheduled expenditures 
amounting to {4.6 millions compared with £3.3 millions in 1949, but the 
difficulty of raising finance in London might now limit the rate of progress. 
The Southern Rhodesia Minister of Trade and Industrial Development has 
asserted that the Government does not favour nationalization of industries, 
[ts policy had always been to attract private enterprise and commercial capital 
to the greatest possible extent. Where state-owned enterprise had been 
established, this had been because private enterprise was unable or unwilling 
to meet the demand at the time. When the stage was reached at which private 
enterprise showed interest, the Government was willing to negotiate for the 
development or expansion of industry, either entirely by private concerns or 


by private concerns in co-operation with the Government. 


South Africa 


[he Minister of Economy, Mr. Louw, has stated that the Government is to 
make available for the first half of 1950 a currency quota for the import of 
general consumer goods not included in the prohibited list. The Minister 
declared that there were relatively large supplies in the Union of certain 
types of consumer goods, but that shortages of others were beginning to 
develop. Although there has been an appreciable improvement in the Union’s 
foreign exchange position, considerable care would have to be exercised for 
some time to come. 

Dr. De Kock, Governor of the Reserve Bank, has expressed the view that 
although the Union had succeeded in getting on top of its balance of payments 
problem, South Africans must be prepared to accept a lower standard of living 
when present stocks of goods in South Africa were exhausted. He has suggested 
that the adjustment should be carried out without delay, so that the remaining 
stocks of consumer goods might be spread over a longer period 

The Government has instructed the chairman of the Board of Trade and 
Industries, Dr. A. J. Norwal, to investigate the country’s high-cost structure 
and the adaptation of the Union’s economy to the changed post-war conditions. 

The Banque de I’Indochine (South Africa) has been registered in Pretoria 
as a public company and commercial bank. The new bank plans to operate 
as a dealer in sterling area and French monetary area currencies. Its present 
capital resources amount to £250,000 and appear to consist of sterling funds 
which the bank’s parent institution can no longer employ in the Far East. 


Sweden 


Arrangements have been made with the British authorities for a new 
Anglo-Swedish monetary agreement to replace that which was due to expire 
at the end of 1949. Under the new agreement, which will run for one year in 
the first instance, sterling accumulated by the Swedish authorities after 
January 1, 1950, will carry no exchange guarantee. The previous guarantee of 
certain existing sterling holdings of the Swedish central bank will remain. 

A review of the probable trend of trade and payments between the two 
countries in 1950 has resulted in an estimate that British exports to Sweden 
in 1950 will amount to about {£73 millions ; Swedish exports to the United 
Kingdom are expected to total about {60 millions. 
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Turkey 

The Prime Minister has announced that a new bank is to be established to 
finance private industrial enterprise. The International Bank for Reconstruc- 
tion is providing $53 millions of the capital ; the balance will be furnished by 
the Central Bank of Turkey y. Each institution will have the right to nominate 
one of the two directors. The purpose of the bank is to provide credits to 
assist the development of the country’s natural resources. 

In a statement released after discussions between the directors of the 
— bank and commercial and foreign banks operating in Turkey, it was 

xplained that the current stringency of bank credit was due to the fact that 
the demand for short-term credit had increased while repayment of bank 
loans had slowed down because of increases in traders’ stocks. It was stated 
that credit would continue to be made available against essential imports and 
against export products—if their internal prices do not seem likely to be 
forced down as a result of the world currency re-alignment. The central bank 
will assist the commercial banks to meet the demand for credit. 


United States 


The U.S. Secretary of the Treasury, Mr. Snyder, has expressed the view 
that the time has come for achieving a balanced budget in the United States. 
He did not, however, indicate how he thinks the prospective deficit of $5,500 
millions for the current fiscal year should be eliminated. Mr. Snyder hinted 
that the Government’s policy would be to oppose a rise in interest rates on 
Government securities, asserting that foremost in the Government’s mind in 
making policy decisions is the fact that the first responsibility of the Secretary 
of the Treasury is ‘‘ to maintain confidence in the credit of the United States ”’ 


Mr. Thomas Lynch, chief counsel to the Treasury, has disclosed that steps 
are to be taken to ease tax burdens on income derived from foreign countries 
in order to encourage overseas investment. Among the measures planned are : 
(1) the — ion from U.S. taxes of income earned by an American abroad 
from the day he — ies foreign residence ; (2) to defer the levying of 
American taxes on overseas income of domestic companies until the income is 
transferred to the U wind States ; (3) to allow companies to offset losses in 
one country against gains in another in computing credit allowed for foreign 
taxes and to take into account the “ overall result of foreign operations ”’ ; 
and (4) to ease the regulation requiring American companies to own a majority 
of voting stocks in foreign subsidiaries before being allowed credit for foreign 
taxes they pay. 

A report prepared by the U.S. Department of Commerce estimates that 
private American investments abroad totalled $15,300 millions at the beginning 
of 1949. During the 1946-48 period, such investments were rising at a rate of 
$1,000 millions per annum, a record figure. About $11,400 millions of the 
total is said to have been in the form of direct investments, notably in overseas 
activities of branches and subsidiaries of American concerns. Yields on 
external investments in 1948 ranged from 2.4 per cent. on public utilities to 
25.6 per cent. on petroleum. Foreign securities gave an average yield of about 
3 per cent. on nominal value. 
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Publications 


“The Pattern and Finance of Foreign Trade.” (Published for the 
Institute of Bankers by Europa Publications Ltd., 231 pp., 15s.) The lectures 
delivered at the recent International Summer School of the Institute of Bankers 
were recently publish ‘d (with the most praiseworthy expedition) in book 
form ; this excellent “ flash photograph of Britain’s foreign trade position and 
mechanism on the eve of devaluation ’’, which was brie fly commented on in 
the October issue of THE BANKER, Is thus made available to the wider audience 
which it deserves. 
The lectures reproduced are of two kinds—those dealing with the broad 
outline of Britain’s present balance of payments problem and those directed 
towards particular aspects of it. Among the former, Professor R. ae 
makes an ambitious (some might say 01 ver-ambitiou s) quantitative assess nent 
of the extent of inflation in the British economy, Sir Hubert Henderson tlie 
the existence of some degree of inflation as given and makes a realistic study 
of what could 1 (and should ) be done about it, and Mr. Leslie Gamage describes 
in lighter vein some of the pitfalls into which the British Government has fallen 
in its rather blundering attempt to meet the economic crisis halfway. The 
first and third of these lectures each prov ide orthodox ec onomis sts with some 


difficult pills to swallow (notably Mr. Gamage’s sponsorship of a system of 
multilateral contra accounts—which would surely be just another scheme for 
rising disguised credits out of the United States), but here, as elsewhere in 
I 


the book, indigestible pills are sugared with either erudition or wit. 

The e second type of lecture was that which sought to throw light on indi- 
vidual aspects of Britain’s export effort and mechanism. These lectures, in 
turn, can be divided under three sub-headings. First, some lecturers diluted 
the technical details of their case studies with constructive contributions of 
their own to wider issues of current financial and banking debate. Mr. Manning 





Dacey's review of the intra-European Payments scheme, Mr. Paul Bareau’s 
analysis of the British system of Trade Agreements and Mr. Maurice Megrah’s 
analysis of the distinctive English law of documentary credits were examples 
of this technique ; the'rs are, perhaps, the most useful chapters of the book 


for the student. Other lecturers devoted themselves to more prosaic (and 
therefore also more detailed) examination of such complex subjects as the 
Charter of the International Trade Organization (Mr. Marcus Fleming), the 
technique of exchange control (Mr. L. K. O’Brien), the rdle of the issuing 
houses (Mr. Lionel Fraser) ry the dollar potentialities of British shipping 
and insurance (Professor M. G. Kendall and Sir Philip D’Ambrumenil). The 
danger with all detailed nerves in these days is that ‘the 2v may be so swiftly 
overtaken by the march of events. The prompt publication of this book has 
saved these lectures from undue anachronism, although unkind critics might 
suggest that Mr. O’Brien’s subject (the British system of exchange control) 
hould have been out of date before now and that the project on which Mr. 
leming lectured (the I.T.O.) was in fact out of date before the project itself 
was mooted. Finally, a word of praise is surely due to Mr. Harold Wilson for 
uis skill in skating over the thin ice which must have trembled under the feet 
of any Minister lecturing on foreign trade two pees before Sir Stafford Cripps 
broadcast the news of sterling’s devaluation. 
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“Legal Decisions affecting Bankers”: Volume IV: 1924-1936. (Insti- 
tute of Bankers, 500 pp., 6s. 6d. to members.) This important collection of 
legal decisions of the dozen years to 1936 was practically ready for publicaticn 
in September, 1939, and presumably would have appeared before now but 
for the death of the editor, Mr. James Wylie, in 1941. The past twenty-five 
years have seen numerous additions to leading banking cases and it is gratifying 
to learn that a volume dealing with the pe ee since 1936 is already in hand, 
so that an annotated record reaching to 1945 or thereabouts should soon be 
available. The increase in the annual number of legal decisions affecting 
bankers is demonstrated by the fact that, whereas Volume III (1g11-1924) 
ran to 343 pages of reports, Volume IV has required 500 pages—and even so 
does not include several fairly important cases falling within the selected 
period. Bankers whose work lies in the field of documentary credits will miss 
Equitable Trust Co. v. Dawson (1926), Guaranty Trust Co. of New York v. Van 
den Berghs (1925), South African Reserve Bank v. Samuel (1931) and Westminster 
Bank Lid. v. Banca Nazionale di Credito (1928). All these appear to be re ported 
only in Lloyds List Reports, and as this is also true of some of the other con- 
spicuous absentees it would seem that the editor has either erlooked 
under-estimated the value of that source of reference. Some doubt must be 
expressed, too, whether the five-page index to Volume IV will pro ve as good 
as the excellent fifteen-page index to Volume III. Although the quality of an 
index becomes apparent only after constant reference to it, a first glance at 
this one reveals that although the important Official Assignee of Madras case 
(1935) is duly reported, there are no covering references in the index to letters 
of lien, letters of hypothecation, bills of lading, or mercantile age ssi on all of 
which the Privy Council had something useful to say in this judgment. 

These reservations, however, must not obscure the solid worth of the book. 
Mr. Wylie’s annotations are admirably clear and helpful (in contrast to the 
practice of some annotators who make the complex more difficult still) and 
the Institute deserves the thanks of all practising bankers for printing ¥ several 
hitherto unreported cases—some of them of particular interest. 

W.J.T. 
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The Society, founded in 1850, is Lancashire’s Leading 
Society, and is the seventh largest in the country. The 
present high position in the movement is in no small 
measure due to the sound policy pursued by the Board 
of Directors, under the Chairmanship of Sir John H. 
Grey, J.P., and to the fairness in the conduct of the 
business, which has—for almost a century—been a 
feature of the Society’s systems. 
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Appointments and Retirements 


Barclays Bank (D., C. & O.)—-A local board has been set up in Salisbury, Southern Rhodesia, 
to supervise business in the Khodesias and Nyasaland. The local directors are : Mr. O. Gordon 
chairman), The Hon. H. V. Gibbs, Col. Sir T. Ellis Robins, D.S.O., Sir H. F. Cartmel-Robinson, 
C.M.G., O.B.E., and Mr. C. S. Skipper has been appointed general manager. 

British Bank of Iran and the Middie East—Sir Charles Geoffrey Prior, K.C.I.E., has been 
elected to a seat on the board. 

British Linen Bank—Glasgow—Dennistoun : Mr. A. M. Yeudall to be manager on retirement 
ff Mr. McKinlay ; Glasgow Office : Mr. W. C. Dockery to be assistant accountant ; St. George’ 
Cross : Mr. L. MacKinnon, of the inspectors’ department at Head Office, to be manager on 
retirement of Mr. J. S. McGowan. London Office : Mr. W. Stevenson to be securities clerk. 
District Bank—Mr. A. Dunn and Mr. F. A. Rushton, assistant general managers, to be joint 
general managers. Mr. F. Stott, manager at Bolton, and Mr. K. Ashton, Head Office sub-manager 
to be assistant general managers. Mr. D. H. Peacock, formerly principal, Economics and Statistics 
dept., to be assistant general manager (Economics). Mr. W. E. English to be assistant advances 
controller. Head Office : Mr. C. L. Talent, from Corn Exchange, Manchester, to be sub-manager ; 
Mr. E. S. Whittaker, Head Office accountant, to be chief cashier ; Mr. W. E. Brown, from 55 
King Street, Manchester, to be accountant. London, 75 pornhill : Mr. A. R. Capey, manage 
to be general manager (London) ; Mr. H. J. Higginbottom, assistant manager, to be assistant 
general manager (London). Failsworth : Mr. F. W. Scawthorn, from Mumps, Oldham, to be 
manager. Leeds : Mr. J. Whitehead to be accountant. Manchester—55 King Street : Mr. J. W 
Armstrong, from Piccadilly, Manchester, to be accountant ; Peter Street : Mr. H. C. Green, from 
Leeds, to be manager ; Piccadilly : Mr. B. H. Smith to be accountant. Oldham, Mumps : Mi 
J. M. Marsland to be accountant. 

Lloyds Bank—Mr. Kenneth S. Peacock of Lower Coscombe, Temple Guiting, Gloucestershire, 
has been elected to a seat on the board. Head Office—Advance Dept. : Mr. F. B. Alcock, from 
Swindon, Mr. E. R. Barrett, from Moorgate, E.C., Mr. R. W. L. Price, from Pontypridd, Mr. S. 
Reynolds, from Hereford, Mr. S. A. Schofield, from Guernsey, and Mr. G. H. Yeoman, from 
Watford, to be assistant controllers ; Chief Inspector’s Dept. : Mr. C. M. Horne, from the 
Executor and Trustee Co., Jersey, to be an inspector (Executor and Trustee) ; Imcome Tax 
Dept. : Mr. J. F. Fawcitt to be a principal’s assistant ; Organisation Dept. : Mr. B. A. Brooks 
from Newbury, to be an inspector (Organisation) ; Staff College : Mr. W. Murgatroyd, senio: 
instructor, to be principal ; Mr. H. A. Beasley, an instructor, to be senior instructor ; Mr. F. O 
Jefferson, assistant instructor, to be an instructor. Executor and Trustee Dept.—39 Threaa- 
needle Street, E.C. : Mr. F. A. Bishop, an inspector (Executor and Trustee), to be an assistan* 
manager ; Birmingham : Mr. H. A. Mould, deputy manager, to be manager on retirement of 
Mr. B. D. Browning ; Mr. C. G. Y. Owen, from 39 Threadneedle Street, E.C., to be sub-manager ; 
Cambridge : Mr. K. C. Davison to be sub-manager ; Guildford : Mr. W. H. Thompson, assistant 
manager, to be manager on retirement, at the end of March, 1950, of Mr. R. C. Strange ; Mr. E 
Davis to be sub-manager; Leeds; Mr. J. A. Hardwick, from Liverpool, to be manager ; 
Liverpool : Mr. R. H. Crossley to be sub-manager ; Watford : Mr. V. F. Welsh to be sub-manager. 
Executor and Trustee Company, Jersey : Mr. R. M. G. Marsh, from the Executor and Trustee 
Dept., Truro, to be manager. C Office, E.C. : Mr. M. H. Finlinson, principal, Staff College, to 
be deputy manager ; Mr. K. T. F. Brunger, an inspector, to be a sub-manager. Leicester : Mr 
L. R. Buxton, deputy manager, to be manager on retirement of Mr. C. F. Thomas. Manchester 
Oxford Road : Mr. L. A. Malia to be manager. Porth : Mr. R. C. Davies to be manager. Stock 
Exchange, E.C. : Mr. C. E. Goddard, of Head Office, to be manager on retirement of Mr. H. E 
Glibbery. West Kirby and Hoylake : Mr. J. R. L. Woodruff, from Exchange, Liverpool, to be 
manager on retirement of Mr. P. W. Plant. 

Martins Bank—ZLiverpool, Wavertree : Mr. E. T. Sandiford, from Brighton, to be manager on 
retirement of Mr. R. M. Shaw. Brighton : Mr. S. E. Pearman, from Croydon, to be manage 
Croydon : Mr. W. D. Chambers to be manager. 

Midland Bank—Grazge-over-Sands : Mr. C. O. Brigg, of Cockermouth, to be manager on 
retirement of Mr. L. Barlow. Macclesfield : Mr. P. Ratcliffe, of Oldham, to be manager 
Nuneaton : Mr. S. F. Lees, of Retford, to be manager on retirement of Mr. A. E. Butterfield 
Retford : Mr. W. R. Watson, of Halesworth, to be manager. 

National Bank of Scotland—Portree and Dunvegan : Mr. A. J. Coghill to be sole manager, in 
succession to the late Mr. G. M. Fraser. Dunoon : Mr. F. V. MacKay to be sole manager on 
retirement of Mr. J. Ritchie 

Union Bank of Scotland—Glasgow, Union Street : Mr. J. J. Ferguson, from Bridgeton Cross, 
to be accountant in succession to the late Mr. A. Gardiner. Paisley, Glasgow Road : Mr. D. H. 
Pettigrew, from Head Office, to be manager in succession to the late Mr. A. Hamilton. 
Westminster Bank—Mr. A. D. Chesterfield, deputy chief general manager, to be chief general 
Manager on retirement, after nearly 47 years’ service, of Mr. W. T. Ford. 
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This bank, through its New York and European Offices 
and correspondents throughout the world, provides 
complete banking facilities designed to meet the 
requirements of banking institutions, corporations, 


firms, governments, and individuals. 


LONDON OFFICES 


Main Office Kingsway Office 
32 LOMBARD STREET, E.C.3 BUSH HOUSE, W.C.2 
Head Office 
PARIS 140 BROADWAY, NEW YORK BRUSSELS 
yrporated with limited liabilit 1th State af N York. U.S 4 
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SAVINGS AND 
HOUSES 


€£O0-OPERATION 


Savings create funds for 
House Purchase, and Home 
Ownership fosters saving. In 
three years the Co-operative 
Permanent Building Society 


Pn 


has helped 
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42,500 FAMILIES 


WHATEVER your style, whatever 

your pen, you will write more 
| easily, more fluently, on the satin- 
smooth, non-greasy surface of 
Waldorf Club, the British made 
quality stationery at a popular 
price. Waldorf Club notepaper is 
made in two colours, Ivory and 
Cobalt, and in two sizes with 
envelopes to match. Pads are also 


to become Home Owners by 
advancing £38,000,000 
Savings with the Society 
serve a social purpose and 
help in meeting a social 
need throughout the country. 
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CO-OPERATIVE 
PERMANENT 
BUILDING SOCIETY 


available. 


write for samples ! 


A full range of Waldorf Club sample 
sheets will be sent to you on receipt of 
your name and address and 2}d. stamp 
to cover part cost of postage, etc. Please 
write to: Newton Mill Ltd.,Deot.24A, 


New Oxtord House, London, W.C.1 | 24 New Bond Street, London, W.! 
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BARCLAYS BANK (DOMINION, COLONIAL AND OVERSEAS) 


DIVIDEND REPEATED 


CROSSLEY’S STATEMENI 








MR. j. S. 


HE twenty-fourth ordinary general meet- sheet still shows 





a 


maa 


4 n 


“? 


ing of Barclays Bank (Dominion, Colonial 
and Overseas) was held in London on 
December 28 
The follow ng are extracts from the state 
went by the chairman, Mr. J. S. Crosslev, which 
has been circulated wit] I 





accounts for the year to S¢ 30, 1949 :-— 
We shall propose to you that ¢ lividend 
of last year be repeated as the figures show 


it now enjoy s the 


We are transferri 
the Bank’s reserv¢ 
figure oi {5,000 
applied in writir 
new capital 
Corporati 
of 50 pr 
In my stat 
some ler I 
stockho! 
the Bank 
of Israel and : 
As soon as 

















sent to Israci, under a seni ficial, a special 
staff to clear up outstanding matters \ great 
deal of progress has been made 1 th is 
every reason to believe that the amounts which 
we set aside against possible lo id to which 
I referred 1: vear are likely to prove more 
than ad: Our bran s in Western 


Haifa are again 
if their activity has 


former level, and the 


Jerusalem, Tel-Aviv and 
functioning normally even 


not yet returned to 


same can be said of our branches in Nablus and 
Gaza. 
difficulties 


Ther: are nevertheless serious 
still to be dealt witl among them the very 
high cost of livin » State of Israel, which, 
in spite of steps that have recently been taken 
to reduce it, presents a problem not only for the 
State itself but for everyone in it. The neigh- 
bouring Arab States also have pressing prob- 
lems both political and economic. It is greatly 
to be hoped that the conclusion of 
treaties between th 
will be pressed forward 
atmosphere of suspicion 
dissipated and 
East may enjoy peace and prosperity 





peace 
and Arab States 
¢ 





e Jewish 





present 
may be 
Middle 


at this part of th 





DEPOSITS AND INVESTMENTS 
Turning now to the balance sheet, the 
striking ch 
reduction shov 


most 


re t be noticed is the 





sharp 


On the assets 





I our deposit 
side advances customers remain at much 
the same figure as last vear, and, consequently 
represent a substantially higher proportion of 
dur resources. The ly exceed the total 
of our investments so that the ratios of these 
items to our total deposits now stand at 
30.88 per cent. and 2 2 per cent. respec- 


tively. Althoug ash has fallen sharply tc 





20.27 per cent., the balan 
a very liquid position, more specially since 
under the heading of bills discounted we hold 
over {42,000,000 of Treasury Bills of the 
British and South African Governments, and 





> 
} 
I 


British Exchequer Bond: maturing early in 
1950. 
The investments, rich are the second 


largest item in o 
and include, for tt 
in the ial F 





s, stand at {99,832,156 
first time our shareholding 
nce Corporation of South 

int is not large— 
1 interest for 
, which was estab- 
ct passed by the Union 

{ z ot £1,000,000 
ith African Reserve 
ks, building societies, 
and other 
} nced operations 
I help to 
tructure of South 

1 on the board 
lesigned to play 
an important part in the neial life of the 
community; its progress and development will 
be watched with civse interest. 

Having in mind the sharp fall which took 
gilt-edged ities during the year 
under review, stockholders will wish to know 
how the Bank has been affected. Although the 
depreciation in values that we have exper- 






11es 


ct 1 to 








place in 





ienced has been severe, it would undoubtedly 
have been greater had our investments not 
been almost entirely confined to those Govern- 


ment securities which have a definite date 
for redemption, and for the most part to those 
which are of short or medium term. 


CHANGES IN SOUTH AFRICA 

The shrinkage in our deposits reflected in 
the current balance sheet is notable for being 
the first decline of any importance in this figure 
to be recorded since this Bank was formed in 
1925. The fall in deposits has taken place 
almost entirely in South Africa, where great 
changes have occurred during the past twelve 
months. As an illustration, it is interesting to 
see that whereas on September 30, 1948, our 
balance with the South African Reserve Bank 
stood at over SA{65,000,000, this figure had 
shrunk to SA{23,000,000 twelve months later. 
The great change which has come over the 
icture in South Africa during the past year 
has been due to more than one factor. While 
ns may differ as to the main cause, it 
hat matter may be 


uage by saying 














to me that the whok 





best sun 





that S nited Kingdom, 
and, fo 1umerous other 
countrie n been living 
beyond her means. 


The report and accounts adopted 
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Meeting of the ireholders 
was | ! the North Brit Station 
Hotel linburgh 1p n 1949 
The Rt. H Lord Rotherwicl [ € the 
Deputy Go the Bank, v presided 
n the ab r h illne f the Go “- 
the Earl of M 1 Kelli K.T., said that 
becau ’ Leet 
} i difi ty Vv i not 
inished, t re might it ¢ in 
som | rt st Ss nati ront vere 
bein 
re 1 1, tr} 
had 1 1 in this 
op tion LK ter 1 
th t ily r 
tance of yng reserves t f 1 
t Tr prote purpos¢ Dut i ’ D J 
1 uSsiness, Materi s in 
! intenan rf ngs. Tot » had 
been keeping a wa ul ¢ ( t ! f 
gilt-edged y pric luring t few 
months, the existence of these reserves must 
ha aken on a new significance 
“YET ANOTHER CRISIS 
[The Deputy Governor then referred to the 
V ts v =h id wav rise to d ep co 
é t ountry s economic condition 
' . 7 1 nd o Ives in 
mid of yet another crisis—so far a 
oO was cerned, a crisis of 
[ uctivit ind of production cos which 
wel too | By ! Sept ber ¢ 
brought to ti pol of uing t I id 
sterling ina em » alle te the { tion 
That this <¢ ntry was repared for this 
mov ith all its lications was 
SOI v h 1 not now need to be 
str i ; t necessar\ ) em] . 
luation wld not s 
| , nm } g ) é 
pi S terms llax yuld t 1er 
thar t rat s li l be 
) 1 import must 
f real 
t f t ) {ft 
\ d m1 e€ acco ed by a 
su il TE n t eX} 1 
t 1 ( tio f 1 ‘ 
eY rt od i 1 were Cc pe 
1 yvorid l t i v 
to be at was ] y no! I 
The 1} 1mm ( ; and economies 
[ 1 | t { t ect eeks 
ce it re , i problem f 
SI i 1a t ind, Nn Lut- l 
pri was any Lic f l to ) 
onnd 
With re 7a ytland, I e the ch i 
face of tl 1) b 





ROTHERWICK (¢ 





OF BANK RESERVES 


rH! 


\N POSITION 
who last year was of the opinion that the 
diversity of lighter industries throughout the 


country was something which would stand 


+h 





them in good stead for the future. Within the 
limits imposed by the present financial diff- 
g the country generally, he was 


that, in the North, there was no 
vondency. The Exhibition 


ember last and sponsored by the 
Scottish Council (Development and Industry) 








was an tanding success and proved that 
he spirit of enterprise was still very much to 
the forefront in Scottish industrial circles. 


rain, of course, the rate of progress and 


ievement would be governed very largely 
whatever measures might ultimately be 
introduced to impr the national condition, 


and for the moment, it would be idle to indulge 
in speculations as to future prospects. If, how- 


ver, the national difficulties, and the remedies 
required to put them right, were fully under- 
stood by the people, the response of Scottish 


men and women would be as wholehearted in 








this emergency as heretofore 
BALANCE SHEET FIGURES 
Not in Circulation at {12,300,000 showed 
an ncrea of approximately £400,000, 
ind .cceptan id Engagements_ at 
1,( 00 we down by £400,000, both 


relatively small variations which had no special 

















significance. Deposits at {113,592,000 were 
less by £2,300,000, the shrinkage being rather 
s than might have been expected in view of 
the more stringent ancial conditions now 
ruling. On the Assets side, Cash, Balances with 
Other Banks, Money at Call and Short Notice, 
Brit nment Treasury Bills and Deposit 
Recel Investments produced a total of 
£103 é ulent to almost 83 per cent 
of the y » public in respect of Notes 
in Circulation and Deposits 
He made special mentior f the increase of 
2,000,000 in Bills Discounted and Loans and 
Advances—togett 7,000,000. While it was 
‘Ilcome sign that customers were relying 
upon Bank to a ‘ater extent to assist 
t hei ious ises, it also pointed 
to hortage of we -apital which was 
y appa t 

) { if ) i a decrease of 

i uld t l i satisfactory 

i iCCO t vas n e burden of 
ixation creasing ; the difficulties 
of the fi i! iat generally Out of the 
1 ava th I ctors had allocated 

I 0 to Contingency Fund £100,000 to 
(incer Pensions nad . o to Widows’ 
Fund. It was propo that dividends be paid 
at the rate of 7} per t. (15 per cent. for the 
ir) on the \ hares and 5 per cent. (10 

I cent. for the year) on tt B"’ Shares 


- adopted 
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ENGLISH, SCOTTISH AND AUSTRALIAN BANK 


ASSETS EXCEEI 


enth Ordinary General Meet 





tralian Bank Ltd., was held on December: 
m. David I ran thi 











yirman, p ing 
Tine wi S$ an extract from his 
t la report and acc 
the yeal ( June 
I addressed } the Com- 
Ith Governme to the Privy 
has been i 4 happ » be 
to 1 ) 3 ll i Th 
idgment was to he ¢ , 
ealth ( "Ss a a u 10t ov 
neard Vv t ate x High 
yurt \ 1 
Wi + € the ¢ 
aie 5 ) ) press opinion 
the various points argued before them. Thev 


gave their view that the section of the Act 











inder which the Government set out to tal 
power to prohibit the conduct of t ki 

the trading banks offends against Section o 
L » 

r ly 

stares 

ver tle 1 stem of Aust unde ‘ 
I he tra I t 

\ ’ ) Ww adminis 





nable t 
providing competitive 





vice to the public of Australi 


GROWTH OF 
fhe major movement in balance-sheet it 
e last year 1s the increase « 


DEPOSITS 























ae , - ' 
Jeposits, curt i 1e 
otal + 050.000 e dep it 
ih a SYS increa ( \ 
y14 f 
s of Aus i 3¢ 
yf s fur Nn aank adv € 
i. Siete la. 4 
in 1 held by t 
unk or fA 253 | n 
, VW ’ ! 
) 2 1 1 in I 
1 l r ulted from a 1 as 1 
and va of expo f ital 
to A 7 1 to Yn ten yy 
ymen ports | Dy pre 
XpOol 
he desire of Australian exporters promptly 


to fix the Aust in equivalen Ol oversea 





urrency proce i ¢ and o 








P Aust ‘ from 
1ew ol 2 ra Nat a revaluatiol rth 
Australian pou 3a t that cannot b 
lisregarded in sit t outcome of t 
1g tra ior 
To meet tl Australian importers we 
lave provided a ptance credits and other 
facilities in London ng the la ear, which 
xplains the ex xpanded title of the item “‘ Bills 
celvable in hand, in transit, and amounts 


l 
of the English, Scottish and Aus- 





» £100,000,000 


receivable under a t 
total of 


factory e> 


$ Lhe increased 
ndicates a satis- 
in the volume of overseas 





Che demand from our customers for accom 
modation on overdraft was very active during 
the year, as evidet 1 by the increase of 
£5,415,000 in the total of advances, which 


appears in the balan heet at £50,384,000 





ntral revised its advance 
nitd es ti purposes 





ymmodation may be made 
main aim of the revised policy 
strain KCeSSiIV emand for goods, 
reneral 
theme of the icy is that bank advances 
should not be used as a substitute for the raising 


or instead of mortgage finance, in 


pecially for caput xoods Che 





of capital, 
-ases where long term fixed borrowing is the 
Empha is laid on the dangers 

of bank overdrafts bei 1 in such a way as 
to add to inflationary pressure and for expan- 
sionist ventures of doubtful national value at 
the present time Much of this is purely an 
irthodox banking practice and 
lly we find ourselves in agreement with 
rj pol Within the 
bounds of advance policy, we continue to meet 


eds of credit-worthy custo 


better course 











pression ot 





naturé 


the general ol! 





jects of the poli 


Last year 1 informed you of the cir- 
cumstances under which we were obliged to 
accept deposits from the Commonwealth Bank 
of Australia in order to finan increased ad- 
vance business, as ¥ ‘re it permitted to 
draw sufficiently on our special account main- 
tained with that bank. It will be observed that 








t eposits by the Commonwealth Bank 

é ) {2,112,000 at amount 
deposited by this bank moved up by £3,625,000. 
We continue to pay interest at 34 per cent. per 





annum on the funds deposited with us, and to 
» balance of 





its, current accounts, &c., as against 12s. 4d. 
If the Commonwealth 
| account is 
portion is 

10s. in 
rved that 
100 million sterling 





ound last year 
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NATIONAL BANK 


CONTINUED 


MR. H. D. GIDDY ON 


general mecting of the 
National Bank of Australasia Limited 
(with which is united the Queensland 
Nationa! Bank Limited) was held on November 
go in Melbourne 
Mr. H. D. Giddy (the 
course said 
I once again submit a balance-sheet r 


HE ordinary 


chairman), in the 
—It is with pleasure 
cording 


¢ = " 1 
of his speech, 


the continued progress of our institution. The 
balance-sheet totals of £176,935, constitute 
a record in the history of the bank Our 
progress has been such that every one asso- 


ciated with our institution can justifiably 





take pride in our achievements 

Though I believe our nation has 1 foot- 
hold from whic h great developmer tist ssible 
a really forward movement cannot come until 
we shake off the evailing lethargy toward 
work, t ntery nd k-taking 
toward rapid completion of t task in hand, 


and toward the conversic 





aspirations into practi 

certain that two im « 

are the present inflatix 

high taxation, but it is 

propose to address myself to-day 


To be in the grip of an inflationary drift 
a community does not have to be rapi 
smothered to deat f 
money as, for example 
It is not the a 
yet is troubling Australia so 
might be termed the chroni 


, Germany was in 1923 
disease that as 
much as what 


ming variety 


ute form of the 








which has now spread into the fertile field of 
the real costs of our domestic industry and 
business. Its entrance into the system may well 
have been through war-time credit expansion, 
but the illness now is more deep-seated and 
accordingly more difficult to combat and cure 


g 
DEV FACTOR 


Twi 
something approachins 


ALUATION A NEW 


during recent years it appeared that 


equilibrium in the fight 














against inflation was in sight. Hopes rose in 
1946 and again arou the ose of last year, 
when export prices had steadied The 
September 19, came the sudden announcement 
that the United Kingdom ¢ it had 
devalued sterling in terms of U.S. doilars 
by no less than 30.5 per cent., an long 
with it the decision by the Common Ith 
Government that the Australian pound would 
be retained at its old rat f exchar } 
sterling 

One of the early effects of devaluation ha 
been tft lift ou export prices 1 more 
British costs and prices have also tended to b« 
pushed higher, and this, together with the 
obvious fact that our essential imports from tl 
North American continent ist now cost much 
more, will lift prices ctil] further over a wid 


DISTORTION 


OF AUSTRALASIA 


RECORD OF EFFICIENT SERVICE 


OF ECONOMY 


range. All this means another twirl of our 
inflationary spiral. In addition to producing 
a feeling of perplexity, virtually on a nation- 
wide scale, the inflationary bias has been 
responsible for the development of a serious 
distortion in the Australian economy. In this 
our primary industries and those which produce 
in the main the capital equipment of the com 
munity have suffered 


most 


FEAR OF DEFLATION POLICY 

L feel the weakness in the present Federal 
Government's policy is that it has tended to 
sncourage the community to be satisfied with 
money without seeing that it gets value for it 
I am convinced that our inflationary drift 
cannot be answered on the monetary side, if 
for no other reason than the existence of a 
widespread fear that any deliberate deflation 
t employ- 








of monetary incomes might upset full 
ment—something which nobody wants to do 
l am equally convinced that improvement ip 
the value of our pound rests very largely in 
the willingness of every person in the commu- 
nity to take a new interest in national produc- 
tion and creative effort. This requires a change 
in the psvchological outlook of not a few of 
our people. It involves a realization that the 
mere earning of money, no matter how much, 
is in itself not enough, and that value car 
only be put into the money earned as a result 


of productive and creative effort 





CHANGE NEEDED IN NATIONAL POLICY 


I am bound to plead that national policy be 
modified and its emphasis changed so that the 
willing and capable workers of all classes 
will be encouraged, by one means or another, to 
give of their best in the daily round 

Our difficulties in the general direction ot 
which I have been speaking might have been 
severe enough if the only major disturbance 
through which we had in recent years 
had been the second vy In Australia 
ywever, and more recently in Britain, not 
only has there been the aftermath of war te 


passed 





rid war 





mtend with, but at the same time Govern- 
ments have been in power which have 
attempted, quite consciously and with due 


icliberation, to twist the social and economic 
new pattern 
the war, the Commuon- 


fram 
For example, bef 


work into a « 








wealth Government was s ding approxi- 

tately £90,000,000 per annun to-day it is 
spendit $ , Total Govern 
ment expenditure in Australia has risen from 
about {208,000,000 in 1938-39 to around 
£725,000,000, equivalent to 37 per cent. of the 


whole national income. In July, 1939, the total 


1umber of people on Government payr pla i 
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\ustralia was 405,000, while in July last there 
were 622,000. These vast changes could con- 
ceivably have been much greater had not the 
oeople | intervened and _ rejected referenda 
designed to obtain for the Federal Government 
further powers to achieve its objectives. 
The attempt to destroy the trading banks 
and to establish in their place a Federal Gov- 
snment monopoly bank represented the peak 
xf the Government’s efforts to change the 
social and economic pattern of Australia. 


PRIVY COUNCIL’S DECISION 

When I addressed you last year, we were 
awaiting the hearing of the Government’s 
appeal to the Privy Council. On July 26 the 
Privy Council gave its judgment dismissing the 
sppeal, and late last month the reasons for 
its decision were made public. You may recall 
that at the time the Judicial Committee granted 
the Commonwealth leave to continue with its 
appeal, the Committee reserved its opinion as 
to whether or not it had jurisdiction in the 
actions. In the end, the Government’s appeal 
was dismissed precisely on this point, because 
the Privy Council concluded that it did not 
have jurisdiction in the matter unless the 
Commonwealth Government first obtained a 
certificate from the High Court of Australia, 
permitting an appeal to their Lordships. This 
the Commonwealth had not done. 

Though one possible method of destroying 
the trading banks has been rejected, the expres- 
sion of opinion given by the Privy Council 
nowhere constitutes a firm guarantee that a 
nationalized banking system could not be 
established in Australia. With such a vast 
step there are a number of possible methods 
by which that objective might be reached. 
Some may be slower than others, some may 
require, as it were, more than one bite at the 
apple, and there are conceivably one or two 
that might precipitate nationalization at one 
bold stroke. 

It is true some Government leaders, but 
some only, are doing their utmost to induce 
people to forget the Bank Nationalization Act 
f 1947—the most unpopular measure ever 
passed by an Australian Parliament. On one 
hand, they are endeavouring to lead the com- 
munity to believe that the Government has 
changed its mind and will not now attempt to 
gain control of the people’s money ; on the 
other hand, statements by these leaders con- 
tinually imply that the trading banks have 
designs to attack the 1945 Act with the object 
of taking unto themselves banking and credit 
control, which rightly rests with Parliament. 


Any such suggestion is entirely without 
foundation. 
BANK’S ATTITUDE TO BANKING ACT 


I state clearly this Bank’s broad attitude 
towards the Banking Act of 1945 :— 
1. At no time has this Bank directly or 
indirectly attempted to attack the 1945 
Act. 


2. This Bank agrees absolutely that the 
responsibility for national credit and 


banking policy rests with the elected 
representatives of the people. 

3. This Bank wholeheartedly accepts the 
principle of a Government Central Bank. 

4. This Bank agrees it is a duty of the Central 
Bank to give leadership to the financial 
system and that it is its own duty to 
accept such leadership and abide by it. 

5. This Bank co-operates with the Central 
Bank to the fullest possible extent to 
ensure the carrying out of the national 
policy laid down from time to time. We 
are greatly helped in so doing by the 
harmonious relations which exist between 
us and the Governor of the Common- 
wealth Bank and his colleagues. 

6. We regard normal, healthy competition 
by the Trading Bank Department of 
the Commonwealth Bank as helpful to 
the interests of the community, and 
accordingly in no way resent such com- 
petition on fair and reasonable grounds. 

7. Our objection to the present legal controls 
over the banking system rests fundamen- 
tally on the fact that banking and credit 
policy is so far removed from the author- 
ity of Parliament. We believe that 
democratically it is wrong that vast 
powers over the financial system should 
be so largely vested in the hands of the 
Federal Treasurer of the day, and we 
would prefer a system whereby the vital 
aspects of national banking and credit 
policy would be debated in Parliament. 

I repeat my conviction that the Royal 
Commission on Banking stateg a plain truth 
in 1937 when, in considering the kind of 
monetary and banking system to achieve the 
best use of our productive resources, both 
present and future, it said: ‘In our opinion 
this result in the present circumstances of 
Australia will be most likely to follow from a 
system of central banking in which trading 
banks and other financial institutions are 
integral parts of the system, with a Central 
Bank which regulates the volume of credit 
and currency ”’. 


EFFICIENT SERVICE 

As an integral part of the system, I believe 
that our Bank has played and continues to 
play its full part in giving Australia one of the 
most efficient and most secure banking services 
in the world. That is not to say the service 
cannot be better still. We have ever in mind 
the duty of improving our efficiency and 
substantially widening our present services 
to the community. 

Certain specific plans towards this end upon 
which we were engaged have been held up for 
the past two years, as our major efforts have 
had to be devoted to fighting for the very 
existence of our Institution. The waste of 
effort and expense has, of course, been very 
great, and I earnestly hope the time is not far 
distant when the members of our staff will be 
once again able to devote their whole energies 
to the conduct of banking and its development. 

The report and accounts were adopted. 
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NATIONAL BANK OF SCOTLAND 


EXPANSION OF ADVANCES 


THE 


124th Annual General Meeting of 
Proprietors of The National Bank of 
cotland Limited was held in the Bank's 

id Office on December 15. 

The Most Hon. The Marquess of Zetland 
<.G., P.C., G.C.S.1., G.C.L.E., the Governor of 
the Bank, in the course of his speech said : 

[here has been a decline in our Deposits 
from {101,500,000 to a little less than 
t is entirely due to the 
withdrawal of certain special sums which as 
I hinted last year ge I commented _— the 
then increase of £13,000,000 were likely to be 
with us for a very te mporary period. These 
sums to which I refer had an undue effect 
upon the 1948 Ralance Sheet and a better 
picture of the progress the Bank has made and 
continues to make can be obtained by a com- 
parison with the figures of 1947 when the 
De posits were £88 ,000,000. 

As has always been our custom, a high liquid 
ratio continues to be maintained with cash 
ivalent resources of £31,000,000, 
h £4,000,000 is held in 
Advances, to- 


£95,000,000, but tha 


and other eq 
in addition to 
freasury Deposit Receipts. 
gether with Bills Discounted, continue to 
expand, and at {22,000,000 constitute a fresh 
record, with an increase of nearly {2,400,000 
over the corresponding figure of a year ago. 


whi 


PROFITS 


[he Profits, at £293,000, are about {£2,000 
higher, and we adhere to our very conservative 
policy of distributing the much lesser part in 
which absorbs no more than 

; leaving for allocation: to Invest- 
ment Reserve £80,000, to Heritable Property 
Account {40,000, to Trustees for Officers’ 
Pension Scheme {50,000, and to Staff Widows’ 
Fund {10,000, with {110,000 to be carried 
orward to next year, which is £5,000 more 
han the sum brought in. 

Perhaps the two outstanding events of this 
have been the devaluation of sterling and 
the quotations for 


ALLOCATION OF 


Dividend, 


107,o0¢ 


ear 
the consequent fall 
British Government Securities, which in some 
of the longer-dated issues ll as much as 15 
between May 1d October. Ow 

Balance Sheet a 
current at 


per cen 
investments appear in the 
figures w the quotations 
t is right that all due credit should be given 
to the S h Counc — for their constant 
fforts to devel yp Scottish trade and industry 
The Exhibition whi h “the ey promo ted was an 
u in making the general 
public, a ea public, better 
acquainted with the wide variety and quality 
of Scottish manufactures ae in demonstrating 
that Scotland can furnish to the world at large 
goods that are attractive and capable of 
meeting many wants. 


MARQUESS OF ZETLAND’S 


REVIEW 


It is pleasant to record that oar 
industry, that of agriculture, has had a succesg- 
ful harvest and although the expense of 
ploughing and reaping continues to increase, 
there should be left a reasonable surplus to 
encourage the intensive efforts that are being 
made to attain as great a measure of self. 
sufficiency as the available land will permit, 
Sheep farmers, too, have had an encouraging 
year. They have built up their flocks and 
recovered from the disastrous losses of the 
spring of 1947. 

In iron and steel, our Scottish furnaces have, 
through their efficiency, more than provided 
their quota of the inc eased production that 
was called for, and in engineering and ship- 
building active conditions have prevailed. 


largest 


GENERAL FINANCIAL SITUATION 


It is much too soon yet to assess the full 
consequences of devaluation. There are certain 
general aspects of the question which are 
already fairly clear, and on these I might offer 
the following comments. So drastic ap 
expedient is bound to be attended by grave 
disadvantages, and the one obvious advantage 
that is claimed for it, namely, that it will 
stimulate our export trade with the dollar coun- 
tries, may easily be overestimated. Indeed, 
I am disposed to think that in the long run its 
chief advantage may prove to have been that 
it has shocked the public into a realisation of 
the true facts of our economic plight. For it 
is no exaggeration, surely, to say that for the 
past four years they have been living in an 
economic wonderland as divorced from. reality 
as was that depicted by the whimsical pen of 
the late Lewis Carroll. You may, perhaps, 
recall the answer given by the Cheshire cat to 
the question put to him by the bewildered 
Alice, as to which way she should go—‘It 
doesn’t much matter which way you go, 90 
long as you don’t mind where you get to!” 
Looking back over the past few years it seems 
to me that we have t Deen light-heartedly pro- 
ceeding upon that principle with the result 
that we have suddenly discovered that we 
have reached the brink of a precipice at the 
foot of which lies national bankruptcy. 

I say ‘‘ suddenly ”’ advisedly, for the decision 
to devalue the pound was admittedly reached 
in a hurry and against the preconceived ideas 
and intentions of those who took it. Yet I 
cannot refrain from recalling the fact that 
when addressing you two years ago, I pointed 
out that failing a successful effort on the part 
of British industry to overcome the difficulties 
arising out of the gradual disappearance of the 
sellers’ market, we should inevitably be faced 
with the risk of having to devalue sterling in 
order to adjust our prices to the requirements 
of the external market. 

The report was adopted. 
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